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A Financial Notebook 








Advances Off the Leash 


THE effects of the relaxation of the 
credit squeeze, and especially of the 
publicity given to it by the banks’ 
competitive plunge into “ personal 
loan ’’ schemes, are now very appar- 
ent in the trend of bank advances. 
The clearing banks’ statement for 
mid-October, published just as this 
issue of The Banker was going to 
press, showed a further rise in total 
advances by £55 millions, partly in 
consequence of a sharp expansion 
of demands from the nationalized 
industries. Advances to other bor- 
rowers increased by {£41 millions, 
against the seasonal trend and more 
rapidly than in the preceding four 
weeks. The increase then, as a later 
Note (and usual table) records, was 
{33 millions. Personal instalment 
loans are unlikely to have accounted 
for more than about one-eighth of 
the two months’ rise of £74 millions, 
but the advertising of these facilities 
has also stimulated demand for 
normal overdrafts. And, as the 
Governor of the Bank of England 
has disclosed (in a notable speech 
fully reported on page 733), there 
has been a significant increase in 
borrowings for general business pur- 
poses—an increase that “‘ may well 
go further ’’. 


Anticipating ‘ Radcliffe ”’ 

This October statement also sets 
up a landmark. The banks are fore- 
stalling the expected demand from 
the Radcliffe Committee for better 
banking 


statistics by introducing 
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into the combined monthly return 
(though not into their individual 
statements) improvements advocated 
by the Macmillan Committee—a 
quarter century or so ago. Marginal 
annotations show subdivisions of five 
items, in addition to the split be- 
tween current and other deposits. 
Till money is separated from cash 
at the Bank of England; short money 
to the money market from other 
short money; UK bills from other 
discounts; British Government se- 
curities from other investments; 
acceptances and confirmed credits 
from other “‘ engagements’’. Most 
important of all, the amount of 
intra-bank clearing items is revealed, 
permitting in future—no comparative 
figures are given for earlier dates— 
a less distorted view of the trend of 
advances and of true net deposits. 


Unprecedented Surplus 


Official estimates of Britain’s bal- 
ance of payments in the first half 
of this year, given last month in the 
regular semi-annual white paper and 
summarized on page 745, put the 
surplus on current account at no 
less than {334 millions, a figure 
higher than that achieved in any 
previous full year since records were 
first kept. The figure for the balance 
in the second half of 1957 has been 
revised upwards from {£122 millions 
to £154 millions, so that the total 


surplus for the twelve months to 
June 30 last was £488 millions, com- 


pared with £216 millions in the 
twelve months to June 30, 1957. 











Some {162 millions of the im- 
provement of £216 millions in the 
current surplus between the first 
half of 1957 and the first half of 
1958 is attributable to visible trade. 
Lower import prices brought a fall 
of £191 millions in Britain’s import 
bill, but had little effect on Britain’s 
exports. As a result Britain achieved 
what is almost certainly her first 
surplus on visible trade this century. 
The remainder of the improvement 
reflects a rise of £99 millions in 
invisible earnings from the abnor- 
mally low level that followed Suez, 
partly offset by a rise of £45 millions 
in net Government expenditure over- 
seas (largely due to a decline in 
receipts from defence aid and in 
off-shore purchases). While the sur- 
plus in the first half of the year 
contains substantial windfalls that 
are most unlikely to recur in the 
second half, the authorities still ex- 
pect the present six months to show 
a “‘ respectable ’’ surplus. 


Britain’s Capital Exports 


The net outflow of long-term 
capital from Britain, which was dis- 
torted in the first half of last year 
by the heavy purchases of dollar 
stocks through the ‘“‘ Kuwait gap ”’, 
and in the second half by the draw- 
ing of £89 millions of Britain’s line 
of credit with the Export-Import, 
Bank, returned to the more normal 


level of £114 millions in the first, 


six months of this year. Net invest- 
ment by Britain in the rest of the 
sterling area is put at £127 millions, 
while there was a net flow of {£13 
millions into Britain from the non- 
sterling world. ‘The balance of cur- 
rent and long-term transactions taken 
together, which measures the streng- 
thening or weakening of Britain’s 
‘banking ”’ position, showed a sur- 
plus of £220 millions. Sterling area 
countries drew down their sterling 
balances by £76 millions during the 


six months, but other countries in- 
creased their holdings of sterling by 
{77 millions. The surplus was thus 
reflected in an increase in the gold 
and dollar reserves rather than in a 
fall in total short-term liabilities. 


Help from the RSA 


The main sources of the increase 
of {£287 millions in the gold and 
dollar reserves in the first half of 
the year are shown clearly in the 
white paper. They were, first, the 
transformation of Britain’s current 
balance with the dollar area from a 
deficit of £24 millions in the first 
half of 1957 to a surplus of £63 
millions in the first half of 1958; 
second, the striking reduction from 
£120 millions to £51 millions be- 
tween the two haif-years in the loss 
of gold through merchanting trans- 
actions with continental countries 
and the support of the transferable 
sterling rate; and third, and perhaps 
most remarkable, the increase of 
£29 millions to £212 millions in the 
contribution of the rest of the ster- 
ling area to the central reserves. 

A new table in the white paper, 
reproduced on page 746, sets out the 
balance of payments of the rest of 
the sterling area with the non- 
sterling world. A sharp fall in re- 
ceipts from exports between the first 
half of 1957 and the first half of 
1958 caused the current deficit with 
non-sterling countries to increase 
from {74 millions to £196 millions 
(the deficit of the RSA with the 
United Kingdom, incidentally, in- 
creased from £112 millions to £279 
millions). ‘This deterioration, how- 
ever, was largely made good by 
higher sales of gold to Britain and, 
in much greater measure, by an 
increase in the inflow of foreign 
capital. Drawings by sterling coun- 
tries from the World Bank totalled 
{41 millions in the six months 
against {12 millions in the same 
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months of 1957, and the inflow of 
other non-sterling capital jumped 
from £37 millions to £130 millions 
—a figure roughly equal to the yearly 
inflow in each of the preceding 
three years. This inflow of dollar 
capital is no doubt the reason why 
sterling countries have been able to 
contribute so handsomely to the gold 
and dollar reserves despite the sharp 
falling off in their receipts from 
exports. 


Reserves Still Rising 


The further decline in exports 
recorded in September indicates that 
the fall in commodity prices that 
was the main source of the bumper 
payments surplus in the first half of 
this year is beginning appreciably to 
affect Britain’s overseas earnings. 
Exports for the month were {17 
millions less than in August, while 
imports were some f7 millions 
higher; re-exports dropped by {2 
millions, and the trade gap between 
exports (valued f.o.b.) and imports 
(valued c.i.f.) widened from £33 
millions in August to £60 millions 
in September. 

For the third quarter of the year 
as a whole, however, the average 
monthly rate of exports was only {4 
millions below the rate in the same 
months of 1957, while the monthly 
average of imports was £16 millions 
lower. ‘The trade gap in the quarter 
averaged {£42 millions a month com- 
pared with £57 millions in the third 
quarter of last year. Although the 
gap was significantly higher than in 
the first two quarters of this year, 
it is probable that if imports were 
valued on the same f.o.b. basis as 
exports Britain would still have 
shown a surplus on visible trade in 
the quarter. 

The inflow of gold into the re- 
serves in September reached $31 
millions, the biggest increase in any 
month since July. It completed a 


full year of monthly rises, during 
which the reserves have increased 
by no less than $1,270 millions to 
$3,120 millions, their highest level 
since September, 1951. Even if the 
$250 millions drawn from the Ex- 
port-Import Bank is left out of 
account, the reserves show an in- 
crease of more than $1,000 millions 
in the year. Britain’s deficit with 
the European Payments Union in 
September rose to £13 millions, re- 
quiring a gold payment of $28 
millions in the middle of last month. 

Sterling, encouraged by hopes of 
early convertibility, continued to 
gain ground in the early part of the 
month, the official rate on New York 
touching $2.8043, and the trans- 
ferable sterling rate $2.79}, on the 
eve of the Chancellor’s statement at 
New Delhi. The dashing of those 
hopes caused a temporary relapse, 
transferable sterling dropping to 
$2.79, but the announcement made 
in the following week of the surplus 
of £334 millions in Britain’s balance 
of payments brought a partial re- 
covery. The impact of the announce- 
ment on the sterling-dollar rate was 
softened by the intervention of the 
exchange authorities, who took ad- 
vantage of the favourable oppor- 
tunity to acquire dollars. The ster- 
ling resources of the Exchange 
;qualization Account were enlarged 
last month by the issue of £50 
millions of ‘Treasury bills. 


Credit Expansion Resumed 


Bank deposits resumed their up- 
ward trend in the four weeks to 
mid-September, which was the first 
full make-up period after the official 
withdrawal of the “ceiling” on 
bank advances and also the first to 
reflect the new “ personal loan ”’ 
schemes. Net deposits rose by £63 
millions, an exceptionally large move- 
ment for this season, and Lloyds 
index rose by 0.6 to 111.1—which 
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was still, however, a little below the 
high point touched in July. A large 
part of this movement was attri- 
butable to advances, which rose by 
£34 millions. (In the ensuing four 
weeks they rose even more sharply, 


Sept 17, Change on 

1958 Month Year 

{mn {mn {mn 
Deposits .. 6649.2 +72.9 +219.5 
“Net” Dep* 6376.0 +63.4 -+201.9 
Assets 2221.6 (33.4) +22.5 —- 56.8 
Cash .. 537.9 (8.1) - 3.1 2.8 
Call money 412.2 (6.2) + 7.6 —- 17.4 
Treas bills... 1183.1 (77.8) -— 21.1 24.1 
Other bills. . 88.4 (1.3) - 3.2 - 66.3 

c¢ Risk bP 

Assets 4230.1 (63.6) + 38.0 256.3 
Investments 2202.9 (33.1) 3.8 183.3 
Advances .. 2027.2 (30.5) + 34.2 72.9 
State Bds 65.7 + 1.4 20.6 
All other 1961.5 +- 32.8 52.3 


* Excluding items in course of collection. 
+ Ratio of assets to published deposits. 


as will be seen from our opening 
Notes, which give first impressions 
of the new-style monthly return in- 
troduced in October.) Governmental 
demands on the banks also increased; 
aggregate liquid assets rose by {£23 
millions, but the liquidity ratio, was 
unchanged—at a level perceptibly 
below that for 1957. 


Back to Persia 

After an absence of nearly seven 
years British banking 1s returning to 
Persia. A new bank, to be called 
the Irano-British Bank, in which 
the Chartered Bank and its sub- 
sidiary the Eastern Bank will have a 
49 per cent interest, has received a 
licence and is expected to begin 
business early in the new year. The 
new bank has an authorized capital 
of approximately {1 million a d will 
have branches at ‘Tehran and Khor- 
ramsharh. The bank’s main business 
is expected to be the financing of 
imports and _ exports. 

The fact that the majority of the 
capital will be Persian owned will 
enable the project to avoid the great 


obstacles put in the way of foreign 
banks. A banking law passed in 
1951 requires foreign owned banks 
to keep balances with the central 
bank, without interest, equivalent to 
55 per cent of their deposits. This 
law, and the cancellation of licences 
to deal in foreign exchange, made it 
virtually impossible for foreign banks 
to operate in the country. The more 
hospitable attitude recently adopted 
by the authorities, however, has en- 
couraged foreign banks to examine 
the possibility of returning. Earlier 
this year a consortium of French 
banks took a 49 per cent interest in 
a joint Franco-Persian banking ven- 
ture, and Dutch, German and Italian 
bankers have recently been exploring 
the possibilities of establishing sub- 
sidiaries in Persia on similar lines. 


Lloyds Raises its Dividend 


The market for bank shares was 
further enlivened last month _ by 
news of a scrip distribution and 
increase in effective dividend by 
another of the big banks. Lloyds 
Bank proposes a one-for-two distri- 
bution on its now single-class capital, 
and the new shares are to rank for 
this year’s final dividend, to be 
recommended at 5% per cent. The 
total payment for 1958 will thus be 
equivalent to 15 per cent on present 
capital, compared with 13 per cent 
last year, 92 per cent in the long 
phase of unchanged payments before 
1953, and 133 per cent at the pre- 
war peak in 1929. No indication 
has been given of the likely distri- 
bution for 1959; maintenance of the 
latest half-year’s rate of 52 per cent 
would in a full year add the equiva- 
lent of a further 2 per cent to the 
return on present capital, whereas 
maintenance of this year’s total pay- 
ment would require a reduction of 
the new half-yearly rate to 5 per cent. 

A striking feature of the pro- 
posals is the abnormally large redis- 
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tribution that is to be made in the 
bank’s aggregate true capital re- 
sources. The capitalization absorbs 
£9,283,000, or virtually half the 
present total of disclosed reserves 
and profit balance; yet at the year- 
end the board expects to restore the 
published reserve to £18,000,000 
(roughly two-thirds the size of the 
enlarged paid-up capital) by trans- 
fers from inner reserves and from 
profits. It is rare indeed for so 
much to be brought at one stroke 
from the back-shop to be fastened 
down in the shop window. 

Lloyds’ dividend increase, follow- 
ing that of Barclays with its one-for- 
four scrip issue in August, has 
aroused new hopes in the market. 
It should be observed, however, that 
all the remaining “ Big Seven” 
banks raised their distributions last 
year—though some of them only 
fractionally —in_ connection with 
schemes of capital reorganization. 


More Bank-HP Moves 

The National Bank, which already 
has a 45 per cent interest in Bow- 
maker (Ireland) Ltd, has arranged 
to acquire a 334 per cent interest in 
St Margaret’s Trust, a hire-purchase 
finance company operating in Lon- 


don and south-east England. At 
September 30, 1957, the date of the 
latest available balance sheet, the 
Trust had total assets of £783,000 
of which £749,000 comprised hirers’ 
balances. The acquisition will be 
effected by the purchase of part of 
the existing preferred and deferred 
shares of the Trust, and by subscrip- 
tion for new shares of both types. 

The English Bowmaker company, 
in which Lloyds Bank has an in- 
terest of 25 per cent, has made an 
offer of £6 10s for each of the 
380,000 £1 ordinary shares of Mid- 
land Counties Motor Finance, a hire- 
purchase company which in Sep- 
tember joined the Finance Houses 
Association. 


New Share Transfer Form 


The Chartered Institute of Secre- 
taries, after consultation with the 
Bank of England, the Inland 
Revenue, and the Share and Loan 
Department of the Stock Exchange 
has produced a _ simplified share 
transfer form. The Institute’s Presi- 
dent, Mr E. G. Hardman, announc- 
ing this change, pointed out that the 
new form—the first change for al- 
most a hundred years—would not 
be obligatory and that it would be 

















UNION DE BANQUES SUISSES (S{BYG) SCHWEIZERISCHE BANKGESELLSCHAFT 





UNION 





BANK 


of SWITZERLAND 


For your Banking Business in Switzerland 
Head Office: 45, BAHNHOFSTRASSE, ZURICH 


OVER 50 BRANCHES THROUGHOUT THE COUNTRY 


CAPITAL 





AND RESERVES: SWISS FRANCS 200,000,000 


693 





some time before it was widely used. 

Although requiring roughly the 
same information, the new form is 
clearer, setting out in_ separate 
‘‘ boxes ”’ the name of the company, 
the number and description of the 
securities, and details of the trans- 
feror and transferee. It has four 
instead of five signature spaces. It 
is hoped that the new form will 
reduce the errors and needless cor- 
respondence that afflict company 
registrars to-day. 


Trustee Status for Councils 


The Local Government Act, which 
received the Royal assent at the end 
of July, removes the irrational and 
archaic legal distinctions between the 
investment status of different local 
authorities. Section 54 of the new 
Act accords the same status to the 
securities of all local authorities, from 
the monolithic London County 


Council to the humblest parish 
council. Previously trustees were 
permitted to invest only in the stock 
issued by corporations with a popula- 
tion exceeding 50,000 and in the 
mortgage bonds of local authorities 
that had obtained power to issue 
housing bonds under the Housing 
Act of 1936. ‘This latter restriction 
has excluded several large boroughs 
from the Trustee list for no reason. 
Now, after much administrative de- 
lay, the anomaly has been removed 
and all local authorities have been 
put on an equal footing in the eyes 
of the Trustee Act. It is perhaps 
ironic that, at the moment when the 
securities of all local authorities are 
at last available to trustees, many of 
the authorities themselves should be 
seeking powers from Parliament to 
enable them to invest some of their 
funds outside the range of gilt-edged 
securities. 








The Banker 


We regret that pressure of rising costs makes it impossible 
for us any longer to hold the price of The Banker at its 
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* 
The price of a single copy, which has been unchanged at 
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with the issue of January, 1959. 
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The annual subscription rate, including postage to any part 
of the world, will be 42s as from January 1 next. Subscriptions 
received before then, and starting with the issue of November 
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694 








Reflation Ahead 






N intriguing contrast between business expectations and business 
experience has emerged in recent weeks. In London stock 
markets, as on Wall Street some months ago, industrial equities 
have been scaling successive high points at the very time when 
domestic economic activity has been turning more noticeably downwards 
and when company profits, as reported in annual accounts, have in the 
aggregate shown their first decline for five years. Similarly, in the indus- 
trial sphere, the latest of the enquiries conducted by the Federation of 
British Industries has disclosed that early last month 35 per cent of the 
firms questioned (in a “‘ broadly representative sample” of 510) were feeling 
more optimistic than four months ago, and only 17 per cent less so; yet a 
majority of the firms had to report declines not only in output and profit 
margins but also in the rate of new orders. 

The swing into optimism has been sufficiently marked to call forth a 
warning from the Governor of the Bank of England, who doubts “‘ whether 
some of the boom talk . . . heard recently in the City is well founded ”’. 
But the markets appear to be shrugging off the warning. ‘The industrial 
share index of the Financial Times, having climbed by a full twenty points 
in six weeks, reaching by mid-October its best since 1955 (at 208.7), is 
holding its ground well; and this has encouraged the market optimists to 
envisage a further attractive parallel with Wall Street. Is the strength of 
London equities now, as was the strength of dollar equities through the 
worst of the American recession, a prelude to business recovery? And 
does the approach of the industrial share index to its all-time peak (the 
223.9 reached in July, 1955, just before the first “‘ request’ to the banks 
to cut advances) portend a similar break-through ? Wall Street industrials, 
as measured by the Dow Jones index, passed their previous (1956-57) peak 
of 521 several months ago, and have recently touched 546. 

This particular phase of buoyancy, one may reasonably presume, owes 
less in London than in New York to the long-run argument for equities as 
an inflation hedge. Whereas the New York rise has been accompanied and 
in part caused by a crisis in the bond market, the London rise has been 
accompanied and in part caused by a steep fall in short-term interest rates 
and mounting confidence in the gilt-edged market. One special factor has, 
of course, been the gain in popularity by the Government, as shown by 
public opinion polls. But when full allowance has been made for that 
weighty market influence, it still seems clear that the City is now discounting 
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business recovery—is assuming either that the economy will soon be “ bot- 
toming out’ under its own power, or that the Government will be quick 
to take strong measures to sustain it and lift it up. 

There has been little evidence recently to support either of these assump- 
tions, though that is not to say that they are necessarily wrong. Unem- 
ployment at the latest count (mid-September) showed its sharpest rise yet, 
by 30,000 to 476,000; this is slightly more than at the worst point in 1952, 
and thus is the highest total since the war, except in the fuel crisis of 1947 
(when, for a brief period, it approached 2 millions). Seasonal factors 
alone will carry the total a good deal higher in the next few months. An 
increase at the average rate of the past seven years would raise it to rather 
more than 600,000 by the January or February count, when the year’s peak 
is generally reached; but a total up to 700,000 is now being widely predicted 
for that date. 

One reason for expecting unemployment to continue to rise more than 
seasonally is that up to the present it has reflected only part of the run- 
down in the economy. In August, the latest month for which official 
estimates are available, industrial production declined further, after three 
months of stability. ‘The seasonally-adjusted index dipped from 137 in 
April and 135 in May-July to 133-134—or to about 3} per cent less than 
in August, 1957, and 4} per cent less than in the best (second) quarter of 
that year. In manufacturing industry alone the decline has been a little 
larger than this. Moderate though these changes are by comparison with 
experience in the United States, they are still a good deal larger than the 
associated movements in employment. Over the past twelve months the 
number of workers in manufacturing industry has contracted by only about 
24 per cent. More striking still, the increase in total unemployment has 
been equivalent to only 1 per cent of the labour force: the proportion 
unemployed in September was still no more than 2.2 per cent. 

This comparative stability of employment, in face of the big contraction 
that has occurred in the armed forces and in defence production, 1s in part 
a reflection of the buoyancy of the distributive trades and of services: the 
gross national product has certainly been much better sustained than has 
industrial production alone. ‘To a considerable extent, however, it is also 
a reflection of a reduced intensity of work—of a moderate and doubtless 
economic reduction in overtime (in manufacturing industry the number of 
workers on overtime dropped from 1,535,000 to 1,196,000 in the twelve 
months to August last) and a steep and possibly uneconomic increase in 
short-time (up from 39,000 to 160,000). When account is taken of the 
bringing in of new capital equipment, fruit of the investment boom, it 
seems that wasteful use of labour must have considerably increased. Not 
all of this will be avoidable wastage; but the management habits born of 
inflation evidently die hard. ‘This must mean that in many trades pro- 
duction could rise perceptibly without any corresponding intake of labour, 
and in some trades virtually without any intake at all. Hence a moderate 
and selective revival of demand now might still be consistent with a more 
than seasonal increase in unemployment. Equally, if aggregate demand 
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were to sag, employment might start to sag more than proportionately, as 
manufacturers came to doubt the wisdom of clinging to labour. 

Attempts to predict the course of aggregate demand seem more than 
usually hazardous at this juncture. The major sources of decline so far 
have been the two sectors identified by the Chancellor last April as the year’s 
big imponderables—exports and stock-building. The volume of British 
exports has withstood the pressures of the steep fall in primary com- 
modity prices and the American recession extraordinarily well, but the 
decline is now becoming considerable; in the four months June-September it 
amounted to some 6 per cent, compared with the similar months last year. 
The resilience of exports, as is now well known, has been largely a conse- 
quence of the cushion afforded to primary producing countries by the 
running down of sterling balances and drafts on other sources of inter- 
national finance (strikingly documented in the latest white paper on the 
balance of payments, discussed in a note on page 689); but even liberal aid 
of this sort cannot be entirely expected to prevent the cutting of imports, 
as the most recent experience shows. Most people now are likely to agree 
with the view of the Governor of the Bank, in the Mansion House speech 
reported on page 733, that “‘ we may still have to feel more strongly the 
effects of the world-wide change in the last year or so from a seller’s to a 
buyer’s market. We may not yet have felt the full effects of lower com- 
modity prices on some of our best customers’ spending power ”’. 

In stock-building, up to the present, the decline has possibly been even 
more significant, quantitatively, than in exports. ‘The addition to total 
stocks in the first quarter (the latest for which there are full estimates) 
was this year {100 millions less than last year’s exceptional figure of £280 
millions. ‘To judge from the experience of manufacturing industry, the 
decline was slightly less pronounced in the second quarter, but solely in 
consequence of a steep and presumably unwanted increase in finished 
goods; in both quarters stocks of materials and fuel were actually drawn 
down—and, according to the FBI questionnaire, the depletion continued 
through the third quarter (in which the rise in finished goods may have 
stopped). ‘The Financial Secretary to the Treasury recently took heart 
from the fact that a decline in stock-building “is necessarily limited in 
scale and duration’’. In a literal sense that must be true; but there is 
still sufficient play in this variable factor to exert a major influence in either 
direction, and perhaps especially downward. If the present hopes of con- 
tinued advance in American business—necessarily at a slower rate than in 
recent months—are realized, and if the general mood of confidence is 
sustained, the stock-building influence on Britain’s economy should be, at 
worst, neutral. But if the President of the Board of Trade is right, it 
seemingly cannot become strongly positive until the recovery of industrial 
production is itself assured: Sir David Eccles last month told the Ministerial 
meeting of GAT'T in Geneva that there was little reason to expect com- 
modity prices to rise appreciably in the foreseeable future. 

Through most of this year the effects upon the economy of these declines 
in exports and stock-building have been cushioned by the buoyancy of 
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consumption and of fixed investment. The real value of consumers’ 
expenditure rose by 2.4 per cent in the first half of the year, to a new peak. 
Total fixed capital formation, valued at constant prices, rose by 34 per cent 
in the first quarter, but the rate of growth has slackened since then, in 
spite of expansion in some sectors. The total for the year is still likely 
to show some advance on the 1957 record volume, but there is a risk of 
some decline in 1959. For manufacturing industry the tentative forecasts 
furnished to the Board of ‘Trade imply a contraction of roughly one-sixth. 
Hence it appears that the one sector of the economy that may still have 
any considerable upward momentum of its own is consumption. Thanks 
to the approximate stability of retail prices even the slower rate of rise in 
wage rates must be equivalent to an advance in real earnings after allowing 
for the shortening of working hours. But this sector cannot be expected 
to reverse the direction of the economy if other sectors are contracting. 

In the circumstances it is a little surprising to find the Government still 
holding fast to the cautious precepts to which it committed itself earlier in 
the year. Ministers have been frankly facing the prospect of a further rise 
in unemployment this winter; and, undeterred by Labour taunts and some 
questionings in less interested circles, have disdained to treat the extra- 
ordinary external surplus—{334 millions in six months—as an excuse for 
any abrupt switch into large-scale reflation. The only new stimulation 
disclosed in the past month has been the formal withdrawal of the ceiling 
put upon public investment last autumn: as a result the Chancellor expects 
the total outlay to rise “‘ quite appreciably ”’ in 1959-60. 

Two reasons are given for this caution. First, it is feared that any sharp 
advance might start a new inflationary rise in costs. ‘The Government is 
impressed by the point made by the Cohen Council that even this year’s 
average rise in wage rates exceeds the probable future average percentage in- 
crement of productivity. Secondly, it is recognized that the external surplus 
is a less impregnable buttress than it seems. The terms of trade have ceased 
to improve, exports are falling, the increase in international liquidity still 
lies ahead, and a rise in Britain’s output will demand more imports. 

These are cogent reasons—but they still leave room for a third. ‘The 
Government’s decisive reason, one may surmise, for not now stepping up 
the reflationary measures is that it feels satisfied at the moment that it has 
done enough already to bring the downward movement under control in 
readiness for the more direct stimulus that is obviously destined for the 
next budget. Certainly, more has been done than is readily apparent—by 
the increase in initial allowances on capital expenditure, the reductions of 
Bank rate and abandonment of the credit squeeze, the now officially wel- 
comed ‘“‘ exuberance ”’ of the bankers, the easings in hire purchase, and the 
new facilities for Commonwealth finance. Monetary policy has swung into 
a positive role: for the first time we have the Governor admitting that its 
aim recently has been to expand credit—significantly but not violently, 
‘“ without encouraging complacency’”’. The full effects of this reflation 
have yet to be seen—but it likewise has yet to be seen whether the economy 
ought to be, or will be, left to wait until April for the next dose. 
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After New Delhi 





LTHOUGH the meeting of Governors of the International 
Monetary Fund at New Delhi did not provide the dramatic 
denouement for which some onlookers were hoping, it left the 
impression that a further important step had been taken towards 
the goal of convertibility for sterling. ‘The proposals put forward for ex- 
panding the resources of the Fund and the World Bank—which are an 
essential prelude to any move to make non-resident sterling formally con- 
vertible—had been widely anticipated. [arlier this year they were the 
subject of long discussions between Washington and London about the 
problem of international liquidity. In these discussions London, which in 
the summer of 1957 had become painfully aware of the shortage of inter- 
national reserves, took the initiative. Their outcome remained largely 
unpublicized until President Eisenhower in late August set out his three- 
point programme for reinforcing the Fund and the Bank, and establishing 
a new institution, to be known as the International Development Asscciation, 
to make loans in hard currencies to underdeveloped countries and take 
their service in local currencies. By the end of September it had become 
very evident that the expansionists would win the day at New Delhi. 
The case for expansion had been further strengthened before the meeting, 
it will be recalled, by the staff report of the IMF on “‘ International Reserves 
and Liquidity ’’, summarized in last month’s issue of The Banker. A large 
part of this report, admittedly, was devoted to proving, quite convincingly, 
that the adequacy of reserves was a qualitative rather than a quantitative 
concept; that when there is confidence, stability and natural equilibrium 
in world payments, international trade can thrive and expand on the basis 
of the most exiguous reserves; and that conversely, as the experience of 
the 1930s showed, abundant reserves and stagnating trade can go hand 
in hand. Having made this point, however, the authors went on to 
demonstrate that the Fund had been making important contributions 
to liquidity, especially through the extension of stand-by arrangements. 
They showed that the Fund’s available resources of gold and US dollars 
are now about $2.2 billions, a total that can be stretched to $2.6 billions 
by including Canadian dollars and Deutschmarks, but against which 
must be set $880 millions callable under existing stand-by arrangements. 
Drawings on the scale experienced in 1956-57 would virtually exhaust this 
residual balance within a year. The report also noted the extent to which 
the Fund had been called upon in recent years to waive the rule that no 


699 








member may draw more than 25 per cent of its quota in any one year. 
This was cited as prima facie evidence of the inadequacy of members’ 
quotas. ‘The report concluded that “it is doubtful whether in the circum- 
stances of the world to-day, with world trade greatly expanded in volume 
and value, the Fund’s resources are sufficient to enable it fully to perform 
its duties under the Articles of Agreement ”’. 

At New Delhi, the proposal to increase the resources of the Fund was 
tabled by the United States and strongly supported by Britain. It received 
only fleeting opposition from the ultra-orthodox school, led as usual by 
Belgium, who argued that any increase would introduce another expan- 
sionist element into a world already generously supplied with inflationary 
potential. Mr Heathcoat Amory spoke in favour of an all-round increase 
of 50 per cent in quotas, though he added that “in one or two exceptional 
instances, there may be a case for a larger increase and this should be 
examined’. Mr Amory closed his speech with a plea for urgent action, 
a plea into which it was certainly possible to read the promise of not-too- 
distant convertibility. ‘“‘ We have little time to put these increases in 
resources into effect’, said the Chancellor, “‘ and there are many matters 
for the Executive Board to consider before they can present us with a 
detailed scheme. We must ask them to push ahead with all speed. We 
need a decision by the end of the year so that legislation can be prepared 
and passed early in 1959. Our objective will be that the Fund will be 
working with its increased resources by the time we meet next September ”’. 


More Dollars for the Fund 


The resolution passed by the meeting instructed the Board of Executive 
Directors of the Fund “‘ promptly to consider the question of enlarging the 
resources of the Fund’”’ and to submit proposals to the Governors for 
action to be taken either at a meeting of the Board, or by vote without a 
meeting. ‘The Executive Directors are expected to get down to this job 
immediately after their return to Washington. It is expected that they 
will have completed their work by the end of this year. ‘Their proposals 
will then be submitted to the Governors—usually the finance ministers of 
the member countries—-for vote by post. It is at this stage that every 
member country will have to go through the necessary administrative or 
legislative procedures to give effect to the proposals of the Executive 
Directors. In the United Kingdom an amendment of the Bretton Woods 
Act of 1945 will be required. ‘This is unlikely to meet much resistance. 
But in the United States the passage of an amending Bill through Congress 
may be a far more drawn-out affair. Since, however, most of the Governors 
are also finance ministers their instructions to the Executive Directors at 
New Delhi should presumably mean that the necessary authorization will 
in due course be forthcoming. ‘The general expectation is that the necessary 
legal processes will have been completed by midsummer, 1959, and that 
the postal vote of Governors will then be taken. A four-fifths majority of 
the total voting power is required for any change in quotas. If this is 
obtained, the subsequent technical operations for arranging the appropriate 
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payments by members should thus be completed before the next full 
meeting of Governors, which is due to take place in Washington in Sept- 
ember of next year. 

The general tone of the discussion at New Delhi suggests that the 
Executive Directors’ proposals will be for a general “‘ across the board ”’ 
increase of 50 per cent in quotas, though exceptions may well be made in 
glaringly anomalous cases. It would, for instance, be absurd to ask China, 
which has the third largest quota in the Fund and thereby holds the right 
to appoint a permanent Executive Director, who now represents Formosa 
and the off-shore islands, to increase its quota by a further 50 per cent. 
At the other extreme it would be equally absurd to leave Germany with 
a quota only about one-quarter that of the United Kingdom. In dealing 
with these disparities, however, the Executive Directors would be treading 
on extremely delicate ground and they might well consider it expedient to 
postpone their correction until the passions aroused by the controversy 
over Formosa have quietened down. ‘The progress of the amending Bill 
through the US Congress might otherwise be grievously obstructed by the 
activities of the China Lobby. 

The Executive Directors will also have to decide the method of payment 
of any increase in quotas. Under the Articles of Agreement of the Fund 
one-quarter of the additional quotas would have to be paid in gold and 
the balance in each member’s own currency. ‘The only exception to this 
provided for in the Articles is that if, on the date of the proposed increase, 
a member’s gold reserve is less than its new quota “ the Fund may reduce 
the proportion of the increase to be paid in gold’”’. ‘There is unlikely to 
be reluctance on the part of most members to make a 25 per cent payment 
in gold, since the gold tranche of a member’s quota can nowadays be drawn 
almost automatically. This portion of a member’s quota can thus be 
regarded as an effective part of its readily available gold reserve; the pay- 
ment of the additional subscription could be treated as involving no more 
than a transfer of the nominal ownership of the gold in question from the 
central bank or government of the country to the Fund. 

An all-round increase of 50 per cent would raise the total of members’ 
quotas to about $13,500 millions. Its effectiveness, however, would be 
measured by its contribution to the Fund’s holdings of gold and dollars. 
A 50 per cent increase in the United States’ quota would provide $1,375 
millions, and an equivalent increase in the Canadian quota, $150 millions. 
If all other members put up 25 per cent of the increase in their quotas in 
gold the total increase in the Fund’s holdings of gold and dollars would 
be about $2,300 millions. Britain’s own quota would, on this plan, be 
raised from $1,300 millions to $1,950 millions, involving a gold payment of 
$162.5 millions. In addition, if the full 25 per cent of the increased quotas 
of other countries of the sterling area were paid in gold, the central gold 
and dollar reserves might have to find a further $114 millions. 

An effective reinforcement of international liquidity by $2,300 millions 
would certainly avert the stringency that otherwise might be immediately 
threatened. But no such once-for-all injection could be counted upon to 
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dispose of the problem of world liquidity. It is arguable, too, as Mr 
Maxwell Stamp, a former Alternate Executive of the Fund, points out in 
the latest issue of Lloyds Bank Review, that the effective net addition to the 
supply of US dollars available to the world might be less than the addition 
to the Fund’s dollars. Any drawing of dollars from the Fund to support 
national reserves will increase the foreign liabilities of the United States. 
But already, as a result of the recent large-scale conversion of dollar balances 
into gold, there has been much discussion in the United States about the 
‘“adequacy ”’ of the country’s present gold reserves; after deducting the 
gold required by law as backing for Federal Reserve notes and deposits, 
the American ‘Treasury’s reserve of gold does not afford full cover for 
foreign-held liabilities. If the American authorities were to decide that 
total liabilities to foreigners should be kept more in line with the gold 
reserves, the increase in the dollar supply provided by the change in quotas 
might be largely offset by a reduction in the dollar balances made available 
to the rest of the world in other ways. It is much to be hoped that there 
never will be so narrow an approach to the problem. But, so long as such 
reasoning enjoys any considerable currency in the United States, it will be 
liable to preclude serious examination of the more fundamental solutions— 
as distinct from ad hoc expedients—that have recently been advocated. 


A * Super-Central ’’ Bank 


Regrettably little was heard at New Delhi of the proposals, put forward 
in some unofficial quarters, for transforming the Fund into a super- 
central bank able to create international credit. ‘Two specific schemes 
have been suggested. ‘The first is that members should deposit a propor- 
tion of their gold and foreign exchange reserves with the Fund, and draw 
on these balances to settle deficits in their balances of payments. ‘The 
Fund would be empowered to grant overdraft facilities to members in tem- 
porary trouble in their payments. ‘The Fund’s ability to create credit in 
this way would be limited by the amount of gold held by it and by its 
judgment of the credit that could prudently be created on the basis of that 
holding. ‘The second, and more ,ambitious, scheme harks back to the 
Keynes plan for an international clearing union put forward by the British 
delegation at Bretton Woods in 1944. It proposes that the Fund should 
issue certificates of indebtedness that would be accepted by all members 
as equivalent to gold. Countries in surplus would accept such certificates 
and include them in their reserves of foreign exchange, and in this way they 
would automatically extend credit to the rest of the world. Under this 
scheme the amount of credit created by the Fund would be entirely at the 
discretion of the directors, and determined by their view of the requirements 
of world trade. It is to be hoped that the Executive Directors of the Fund, 
in making their recommendations, do not regard the consideration of such 
schemes for introducing more elasticity into international finance as com- 
pletely outside their terms of reference. 

Little was heard, also, at the Fund meeting of the plea, voiced as usual 
by South Africa, that the gold price be raised. A blunt statement by Mr 
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Robert Anderson, the leader of the American delegation, disposed of the 
hopes, nourished by a few optimists, that a higher gold price would be 
accepted in the interests of international liquidity. The dashing of such 
hopes was timely: continuing discussion of an increase in the price of gold 
could have extremely disturbing effects on world payments. At the first 
hint of the probability of an increase there would be a massive transfer of 
resources by monetary authorities, and by all private institutions that could 
indulge in it, from the international currencies, particularly dollars and ster- 
ling, into gold bullion. The result would be a severe squeeze on monetary 
cold reserves, and a reduction in the currency balances that since the war 
have performed the major task of supplying the world’s growing demand 
for liquid reserves. While the argument in favour of a higher price of 
gold may well prevail one day, it would be both realistic and helpful to 
accept the fact that there is in present circumstances no reasonable possi- 
bility of a rise, and to leave such a possibility out of account in tackling 
the problem of the present inadequacy of international reserves. 


Guaranteeing the World Bank’s Bonds 


The suggestion made at New Delhi for expanding the resources of the 
World Bank was that member countries’ subscriptions to the Bank should 
be doubled, but that no part of the additional subscriptions should be paid 
up in gold or domestic currencies. At the moment 2 per cent of subscrip- 
tions is paid in gold and 18 per cent in local currency. ‘This is a sensible 
suggestion. ‘The World Bank could not get any appreciable reinforcement 
of its resources by taking 2 per cent of the increased subscriptions in gold 
and 18 per cent in local currencies. ‘The increase in the uncalled capital 
subscription of the United States, however, would immediately expand by 
more than $2.5 billions the amount of money that the Bank could raise in 
the market by issues of bonds guaranteed by the US Government. ‘The 
approval of three-quarters of the total voting power is required to sanction 
an increase in members’ subscriptions to the Bank, as against the four-fifths 
required to alter the quotas of the Fund, but otherwise the procedure to be 
followed in securing the proposed enlargement of resources is the same. 

The discussions in New Delhi revealed a considerable measure of latent 
hostility to the proposal to attach an International Development Association 
to the World Bank. Many delegates argued that this was not banking or 
investment but assistance that might be justified on social or political 
grounds, but not by the commercial criteria that the Bank had so com- 
mendably maintained hitherto. ‘The American authorities may well have 
second thoughts on this part of the Eisenhower proposals, and it would 
not be surprising if the original suggestion of tying this assistance scheme 
to the Bank were discreetly dropped. 

These proposed reinforcements of the Bretton Woods institutions, and 
especially of the Fund, have an obvious relevance to the convertibility of 
sterling. Many of the delegates and observers who travelled to New Delhi 
went in seemingly confident expectation that the Fund meeting would be 
made the occasion for an announcement of the unification of the two rates 
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for current non-resident sterling, American account and transferable. ‘Their 
hopes were momentarily raised by Mr Amory’s statement that “ there 
will be questions which we shall wish to discuss with Fund later in the 
year concerning the timing and arrangements for repayment of our drawing 
and renewal of our stand-by credit’’. Expectations of an early move had 
been fed during the course of the Commonwealth economic conference in 
Montreal by confident predictions, in the main from Canadian sources. 
These Canadian voices speaking of the likelihood of a move to converti- 
bility should, however, have been interpreted in Canadian terms. To a 
Canadian, convertibility does not mean freedom to convert sterling into 
dollars, since he has had that right and has been able to exercise it in the 
official market throughout the period of sterling exchange control. Con- 
vertibility to a Canadian rather means free access for his goods to the 
British and other sterling markets: his main concern is to ensure that there 
should be a scaling down of discriminatory restrictions on imports of 
Canadian and other dollar goods. 

A substantial move in that direction was made at Montreal and, as Sir 
David Eccles announced at the time, further moves are contemplated 
next year provided that world trade is expanding, and that Britain is free 
from inflation. ‘That is a far more important issue than the unification of 
the two non-resident rates for sterling. Both types of sterling are in fact 
convertible though at slightly different rates of exchange. ‘To make both 
formally convertible at a single rate of exchange, subject to the narrow 
tolerances of fluctuation allowed under the Bretton Woods regime, within 
a matter of months of a general election, might be regarded as rash and 
high-handed. The Labour Party would almost certainly vociferously 
oppose such a move, and this would make sterling all the more vulnerable 
to a withdrawal of foreign funds the moment a general election was 
announced. ‘The consequent pressure on the exchanges would then have 
to be withstood without the advantage—slight as it may be—of the present 
elasticity in the rate for transferable sterling. Admittedly, this is a thin 
cushion. ‘The rate for transferable sterling could not in practice be 
allowed to fall very far from the official rate. A discount of, say, 3 per 
cent would give rise to the shunting of commodities, and, more importantly, 
have severe psychological repercussions on all holders of sterling. But the 
present system does provide a little room for manoeuvre, and this advantage 
should not lightly be discarded. 

All things considered, there would seem to be little to be gained by 
unifying the two sterling exchange rates now. But there would be a good 
case for the Conservative Party to include a further move towards freedom 
of payments and trade, that is towards real convertibility, among its pledges 
at the next election. If the Party were again returned, if the IMF quotas 
had by then been reinforced, and if the balance of payments continued to 
show a reasonable surplus (though not necessarily one as massive as that 
attained in the first half of this year) the way should be open not only to 
formal convertibility for all non-resident sterling, but also to complete 
freedom of current payments for residents. 
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Pensions—Will the Good 
Impede the Best ? 


The Government's new plan for 
retirement pensions seeks to close the 
threatened gap in the National Insur- 
ance Fund by further increasing revenue 
from contributions, and to do this by 
making the contributions directly vart- 
able with incomes, within certain limits. 
Contributions above the flat-rate mini- 
mum would earn additional pension, but 
there would be provision for those covered 


by approved private schemes to contract 
out of these supplementary payments 
and rights. 

Mr Enoch Powell, who was Financial 
Secretary to the Treasury last year, at 
the tune of the last increase in rates of 
pension and contributions, here appraises 
the proposals, and especially the device 
of graduation, in the light of some basic 
principles. —EDITOR. 





By J. ENOCH POWELL 


LL pensions are paid out of the nation’s current production. 
Therefore the two real questions about pensions are (1) how 
much of the nation’s current income is to be spent on current 
pensions, and (2) by what methods that amount of current income 

is to be collected and distributed. Even of these two questions, the former 
is nothing near so important as it looks; for practical purposes, it answers 
itself and always has done, though the answer can never be given in 
quantitative terms with any accuracy. 

In every age of civilized society arrangements have been made to keep 
the vast majority of the retired in something like “ the circumstances to 
which they have been accustomed ’”’. This happened in the past within 
the framework of the family, the monastery and a simpler economic system, 
no less than at present it happens within the framework of National Insur- 
ance and Assistance and the whole panoply of investment and assurance. 
Indeed, I suspect—though it is guesswork either way—that the proportion 
of the national production which is consumed by those who are themselves 
past producing does not vary so dramatically from age to age as one might 
be tempted to suppose.* 


* The Government imply as much in the white paper, Provision for Old Age, Cmnd 538, 
para 31: “‘ Without the prospect of steady economic advance the outlook for the increasing 
pensioner population would be grave indeed. But the Government, firmly confident in 
the strength and expansion of the British economy, feel fully justified in bringing to the 
support of the pensions scheme some of the proceeds, measured in terms of the national 
wages bill, of that expansion ”’ 
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What we do have in our power to decide—or at least to discuss—is 
the method or combination of methods by which the share of the national 
income assigned to the maintenance of the retired is to be collected and 
distributed. With the changing social and economic environment, these 
methods also must change, and it is here that the, often narrow, margin 
between successful and unsuccessful adjustment can make the difference 
between weal and woe. As usual, political decisions turn out to be con- 
cerned not, as the politician likes to believe, with bringing changes about, 
but with attempting to patch up their consequences. 

There are, broadly, two methods at issue: contractual and non-contractual. 
Under the contractual method income is channelled to the recipients across 
a network of voluntary contracts, between employer and employee, insurer 
and insured, investor and borrower. Under the non-contractual method 
the income is collected by the state through various forms of compulsion 
and again distributed by it. ‘The ‘‘ economic consequences ”’ of collecting 
and distributing the same amount of income by one method or the other 
can differ profoundly. 

The contractual method earmarks the amount of future income which is 
needed for satisfying the contract and enforces upon the parties there and 
then the taking of such steps as, within human probability, will result in 
its being available when the due date falls. ‘The insurance company, for 
instance, by its investment policy applies the premiums it receives to the 
creation of additional new capital which will be the basis of additional 
future production. The non-contractual method does no such thing; 
besides, it maintains a huge machinery of collection and distribution 
divorced from economic purpases; it increases the risk that the power of 
the state will be used not only to raise revenue but to create money; and 
it exposes all the important decisions to the pressures of party political 
interest. 

The effects of the non-contractual method vary somewhat according to 
the forms of taxation used. ‘These can be classified as budgetary—general 
taxation collected under the Finance Acts and paid into the Consolidated 
Fund—or extra-budgetary. Extta-budgetary taxation—called “‘ national 
insurance contributions ’’—takes the form at present of a flat-rate poll tax 
on earners and on employers per head of employees, imposed in a separate 
Act of Parliament and assigned up to a certain figure to the payment of 
social security benefits, any surplus being treated as receipts from bor- 
rowing and applied to the purposes for which the Government is empowered 
to borrow. (Of course, the ultimate real incidence of the tax is not neces- 
sarily on the employees or employers—as such—any more than that of 
purchase tax is necessarily on the wholesaler.) 

Extra-budgetary taxation has the advantage that it puts a whole block 
of expenditure high and dry out of reach of any temptation to meet it by 
inflation. Chancellors like it because another colleague has the odium of 
imposing and collecting it. Conservatives like it because it helps a bit to 
flatten the gradient of total taxation. And incidentally, until the present 
year it has provided quite a nice surplus—over £500 millions in the first 
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six years of the scheme—which would otherwise have had to be borrowed, 
probably in part by inflationary means. 

But advantages such as these have, as always, to be paid for. The poll 
tax cannot be increased without a separate Act and a political convulsion. 
Even then, because of the label of “‘ insurance ’’, there are strict limits to 
the amount of possible increase. ‘The contribution is, in broad theory, 
supposed to be actuarial, that is, the premium that would build up a fund 
sufficient over a full working life to pay for the benefits. It is true that 
recent increases have gone further and introduced what is called a “‘ loading ”’. 
Nevertheless, although there is no such actuarial fund, nor any such animal 
as a contributor who has actuarially ‘‘ earned ”’ his pension, there is a limit 
to the “‘ load ”’ that is consistent with the pretext of insurance. Above all, 
it is politically difficult to increase a flat-rate tax beyond the ratio of that 
tax to earnings which was embodied in the original scheme. 

At the moment the budgetary inflow is rather less than half the extra- 
budgetary; the poll tax brings in about £680 millions, while general taxation 
provides some £270 millions (£140 millions in Exchequer payments, £50 
millions in interest on the “fund ”’, and about £80 millions via National 
Assistance). But the surpluses have now stopped, and from this year 
onwards governments face the prospect of more and more of the rising 
total cost of pensions coming on to the budget. Prospective Labour 
Chancellors dislike this almost as much as Conservative ones. It is not 
therefore surprising that both Parties hit upon the same method of keeping 
the extra cost outside the budget: make the “ poll tax ”’ graduated instead 
of flat, express it as a percentage of earnings instead of a money figure, and 
then put it up again. 

This is the essence both of the Labour plan* and the Government plan,t 
despite certain variations due to differences in timing and politics. ‘Thus 
the Labour Party, writing in 1957, proposed to raise pensions as part of 
the deal, whereas the Government put pensions up last December with 
an old-fashioned flat-rate increase in the poll tax and are now proposing 
the reform of the poll tax separately. ‘The Government have covered the 
future much further ahead than the Labour Party, by providing in the 
same scheme for four subsequent increases in rates of contribution between 
1965 and 1980 (from 84 to 104 per cent, in steps of 4 per cent, of the 
incomes within the range of graduation), without having to legislate each 
time separately. ‘The Labour Party linked their scheme with their ideology 
by proposing to invest any surplus during the early years in industrials. 

Both Parties have thought it necessary to justify the graduation of the 
contribution with graduation of the pension, but felt strong enough to 
introduce that graduation only as and when any increases were actuarily 
“earned ”’ at the rate laid down. Even with this sweetener, the budgetary 
sector does well out of the change. Under the Government plan, for 





* National Superannuation, May, 1957. (The principle of graduation, particularly as 
proposed in the Labour plan, was discussed in its relationship to private schemes in the 
September issue of The Banker; see *‘ What Future for Pension Schemes ? ’’—Ep.) 


+ Cmnd 538, October, 1958. 
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instance, the annual cost of pensions and other benefits would be increased 
by £68 millions by 1981-82, but the extra-budgetary income would be 
increased by {£496 millions; even in the initial year there would be a net 
relief of nearly £100 millions. ‘The Labour plan says that, once the scheme 
“is introduced, the Chancellor of the Exchequer can look forward to seeing 
a substantial credit accruing ’”’ and their model scheme, as revised, produced 
a surplus of £346 millions in 1960. 

Is this change, which we are evidently going to get from either political 
party—the change from a flat-rate poll tax in money terms to a graduated 
percentage employment tax—a good thing or not? 

Anything that prevents the graduation of total taxation from becoming 
yet steeper, or, still more, helps to flatten it by a reduction of the budgetary 
tax burden, is to be welcomed, even if it is purchased at the price of intro- 
ducing a straight gradient into contributions from incomes between {£450 
and {£750 a year (which is the income range within which there would be 
graduation under the Government plan).* Graduation outside the budget 
is a fearsome thing—might not some one some day extend the curve and 
bend it upwards or start a separate and parallel system of social security 
taxation ?—-but a percentage contribution within narrow limits 1s surely 
the most innocuous form of it. The change, too, ought t to > help to get the 


_* Incomes of £ 9 a week or less would provide contributions at a minimum flat rate (lower 
than the present rate) and would rank only for the basic pension (at the present rate). 
Incomes of £15 or more would provide contributions at a maximum flat rate. 
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worst of the political venom out of pensions, by providing an extra- 
budgetary income that increases both in money terms with inflation and in 
real terms with production, and thus helps to preserve or increase the real 
value of the pension without the frequent and convulsive alterations to the 
scheme which the flat-rate poll tax has necessitated since 1948. It is true 
that the Government plan, unlike the Labour proposals, does not guarantee 
the graduated element in the pension against reflecting any decline in the 
value of money over the contributory life. This graduated element in the 
pension, however, will be negligible anyhow for 15 or 20 years, which in 
matters political equals infinity. 

But there are occasions when—to invert the proverb—the good is the 
enemy of the best, when by reforming a system we keep it in existence 
beyond its usefulness. Differential rent schemes, for instance, are no 
doubt in themselves to be welcomed; yet their adoption may help to per- 
petuate a structure of housing subsidies that belongs to a past age. So 
here it may be that by reforming and improving state pensions we shall 
delay and even prevent their supersession. Above half the male earners in 
this country are now provided for in retirement by the contractual method. 
The number has recently been rising at the rate of a third of a million a 
year, and there is no sign yet of the trend slackening. 

Both parties have been sensitive to the objection that their proposals 
will sound the death knell of these private schemes, though, not unnaturally, 
the Conservatives have evinced the greater anxiety. ‘The proposals therefore 
provide for exemption of persons covered by approved schemes, and the 
main conditions of approval—transferability, comparable benefits and 
actuarial soundness—are common to both plans. (It is an irony that civil 
service superannuation fails on two counts out of three!) How far con- 
tracting out would actually take place is a matter of conjecture; but, so far 
at any rate as the Government proposals are concerned, it seems unlikely 
that an increase in contribution so modest and an improvement in benefits 
so remote will seriously narrow the field covered by private schemes. The 
real danger lies, I believe, in another direction. 

If the proportion of employees in these schemes continues to rise, we 
shall within a foreseeable period have moved into an era when the appro- 
priate role for the non-contractual method will be very different from the 
system of universal subsistence pensions “‘as of right” conceived for 
generations whose working lives fell wholly or mainly before 1945. In 
that new era the whole vast apparatus of financing, recording and paying 
a universal pension will be an anachronism. It will be a dwindling 
minority for whom the state will need directly to discharge the duty of 
providing tolerable livelihood in retirement, and from that minority it may 
reasonably (and economically) require the evidence of need. ‘The danger, 
as I see it, is not that the proposed increase in contributions and limitation 
upon contracting-out will prejudice the spread of the contractual method 
directly; it is rather that the reform by its very success may delay and 
make more difficult the eventual supersession of the non-contractual method 
as we know it. 
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Towards a Banking Democracy 


AST time I wrote in The Banker, which is two months ago, I dis- 
cussed the remarkable burst of energy and initiative among the 
banks which the Calling off of the official credit squeeze had released. 
No sooner had the Chancellor announced the withdrawal of his 

predecessors’ “‘ requests ’’ than all the banks, almost without exception, 
had linked up with a hire-purchase finance house or two, while within a 
very few weeks several of them by the institution of the “ personal loan” 
account were in a sense entering into competition with their own HP 
affiliates. 

Since then this exercise of courting the masses has been carried a stage 
further by the Midland Bank’s inauguration of the ‘“ personal cheque 
account ’’, an austerity type of banking account which gives the convenience 
and prestige of a cheque book and the right to draw cheques at a fixed 
cost per cheque, without any frills in the shape of ancillary banking service 
or the privilege of overdrawing. 

What this new enterprise on thie part of the banks is going to mean in 
extra profit remains to be seen. ‘The share market takes an optimistic 
view of the prospect, judging by the rise in the shares which in some cases 
runs to as much as 30 per cent on the prices quoted at the beginning of 
July. That certainly seems a pretty liberal discounting of the short-term 
future, particularly when one takes into account the fact that the personal 
cheque account cannot possibly yield any direct profit and can only have 
been launched for its long-term potentialities. 

It is, however, these long-term—or at any rate medium-term—poten- 
tialities of the British banking system that I find full of interest just now. 
There are a number of key questions which arise in this connection. In 
the past generation the spread of the “ banking habit ”’ has not, I judge, 
made any spectacular progress. It penetrates about to the middle of the 
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middle class. Most ‘‘ upper middle class’ people have banking accounts. 
Comparatively few “‘ lower middle class ”’ people have and very few working- 
class people (I apologise for the use of this conventional but provocative 
classification, but I don’t know any convenient way of avoiding it). 

Is it likely that the demand for banking service will spread to the social 
and income classes which hitherto have experienced no desire or need to 
avail themselves of it? ‘That is the first key question. ‘The answer to it 
surely is that it must be expected that as the standard of living rises, more 
people in the lower income brackets will wish to save something from their 
weekly income (which most of them now spend at once in its entirety) 
and an increasing proportion of these will find it convenient to store their 
savings temporarily in a bank account. 

But accepting the tendency of the banking habit to spread downwards 
(again using the conventional terminology), will the banks find it possible 
to accommodate the new business that is offered to them? This is a 
second key question and, as I gather, there is great argument about it in 
banking quarters at the present time. The answer to that question is 
necessarily indecisive. Nobody can say at what rate the demand to open 
new cheque accounts will expand. The banks could cope with a certain 
rate of growth. If the rate greatly exceeded the critical point, they would 
be submerged. ‘This fact raises a third critical question—will the ‘Truck 
Acts be amended so as to make it clear beyond doubt that payment of 
wages by cheque or by transfer to the recipient’s banking account is legal ? 
The intention of these Acts, of which the salient one in the present context 
was passed as long ago as 1831, was to prevent employers from forcing 
remuneration upon their employees in kind—e.g. by paying part of their 
wages in vouchers exchangeable for goods at shops owned by them, the 
employers. 

In seeking to prevent the abuses which could and did arise when balance 
of economic power as between employers and employees was very different 
from what it is now, the Act left it at least doubtful whether payment 
of wages in any other form than legal tender money is now admissible. 
In the circumstances of to-day this restriction is a patent anomaly. Outside 
the class of artisans to which the Act applies, payment of salaries is quite 
commonly made either by cheque or by transfer to an employee’s banking 
account. Obviously that section of the Act which precludes or is supposed 
to preclude wages being paid in the same forms, ought to be repealed— 
and it is to be hoped that the present session of Parliament will find time 
to effect this long overdue reform. 

It will not immediately open any floodgates which will jam up the banking 
mechanism. Employers will not be able to force employees to open banking 
accounts or to accept cheques which they cannot conveniently cash. Never- 
theless, the new method of payment would undoubtedly be adopted on a 
substantial and increasing scale. Was it not the action of a progressive 
Cambridge firm, Pye, in seeking to institute this very system, which turned 
the limelight of publicity upon the survival of this very unfit legislative 
archaism ? Are not the weekly robberies of banknote consignments 
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en route to commercial pay offices a standing advertisement of the advan- 
tages of wage payment by cheque or bank transfer ? 

But now what about the problems which the development of commercial 
practice along these lines will pose for the banks? It seems to me that 
first of all a fairly sharp distinction must be drawn between payment by 
cheque and payment by transfer within the banking system to the payee’s 
banking account. 

If payment of wages is by cheque instead of in cash and if the vast majority 
of the cheques are to be cashed at once, then it is not very obvious where 
the gain comes in. The employer will merely pass over to his bank the 
task of providing and paying out the cash. ‘The bank will have to furnish 
the extra staff, and possibly even the extra premises, which the task involves 
and will naturally expect to be remunerated for its services. The alternative 
possibility that the employees might cash their pay cheques with the local 
tradesmen could hardly prove workable on any scale. 

It is possible, indeed, that if the employer wanted it that way it might 
be worth a bank’s while to establish a sub-branch on Fridays at a big works 
in the hope that it could in time induce a sufficient number of workers to 
open accounts with it. 

In any case, the only true advance will come when the standard of living 
of a substantial proportion of the manual working classes has risen above 
that of “‘a chicken in every pot” to that of ‘‘a cheque book in every 
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home”. For that to happen a revolution in banking mechanics—as well as 
in working-class psychology—will have to be achieved. 

The elementary processes of banking will have to be cheapened—by 
which I mean the costs of paying out bank depositors’ money. We have 
grown accustomed to regarding the present clearing system as a miracle of 
speed and efficiency. We even wax lyrical about it, as we recall how the 
natural desire of the 18th century walk clerks to save their legs and their 
shoe leather led to their congregating in a coffee house and swapping their 
‘charges ” there, thus creating the embryo of the modern clearing. But 
in fact, when you come to think of it, payment by cheque can be quite a 
cumbersome business. Consider the case of Smith who lives in Cam- 
bridge and wishes to pay a debt of £5 which he owes to Jones of Oxford. 
He draws a cheque on his bank in Cambridge, say Lloyds, and sends it 
to Jones who pays it into his bank, say Barclays, at Oxford. Barclays 
branch at Oxford sends the cheque to its head office in Lombard Street 
which passes the cheque via the Clearing House to Lloyds head office, 
which sends it on to its Cambridge branch which pays it and sends it or 
hands it to Smith next time he receives his “‘ statement ”’. 


A * Giro ’’ System for Britain ? 


Smith’s cheque makes six separate, physical journeys before it returns to 
him cancelled in token of the discharge of his debt to Jones. Are all these 
journeys really necessary ? ‘That they are not is proved by the fact that 
there exists an alternative method by which this debt can be discharged— 
a method much practised on the Continent which exists also, though in a 
rather rudimentary form, in this country. This is the “ giro” or transfer 
system under which the operative instrument is not a peregrinating cheque, 
but an order in writing by the debtor to notify and pay a creditor by debit 
and credit of their respective accounts with a transfer authority, which 
may be either a collection of banks or a postal system. 

There is no doubt that the giro method of payment is simpler and more 
straightforward, and therefore cheaper to operate, than the cheque method. 
The order to pay reaches the paying bank direct and not at the end of a 
sequence of journeys. ‘The payer, himself, does a considerable part of the 
clerical work involved because he is required to supply two or three 
copies of the transfer order and these (besides reducing the possibility of 
copying mistakes) are used for notifying the payee and the bank (or office) 
at which his account is kept of the payment, and for record purposes. 

As has been said, this giro system exists only in a very elementary form 
in this country. ‘The Post Office Savings Bank will make transfers without 
charge from one deposit account to another, but at present this facility is 
very little used. ‘The banks, too, are willing to make transfers from a 
customer’s account to accounts of other people at any bank in the country. 

What seems clear is that the extension of the banking habit among the 
mass of the workers in Britain will hardly be possible unless and until the 
giro system is greatly developed both as regards volume and quality. Pay- 
ment by tfansfer and not by cheque will have to become the rule and not 
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the exception, and all the resources of modern science—electronics, photo- 
graphy, calculating and record-storing machinery—will have to be invoked 
to make that possible. 

Who is to be responsible for providing this new contemporary payments 
mechanism ? The General Post Office, the banks, or both? In some 
respects the Post Office might be best fitted to do the job. It has its vast 
network of local offices available to act as receiving and paying counters; 
it has its highly developed central c*ganization which could be adapted to 
provide the clearing mechanism. On the other hand, the industrial and 
business community does not deal on any scale with the Post Office Savings 
Bank. It pays and is paid through the banking system. 

It would seem to me a very odd thing, therefore, were the banks, seeing 
that a giro system had to come, to allow the provision of it to go by default 
to the Post Office. I am sure that a good many bankers are already 
thinking that way. I am sure that if and when the time comes the banks 
will get together and, without sinking the new-found competitiveness and 
individuality which has earned the Governor’s commendation, will co- 
operatively do what is necessary to bring the clearing machinery up to date. 
That, of course, would be no reason why the Post Office should not develop 
and popularize its own transfer system, though if it does so, it will beyond 
doubt discover that it cannot continue to furnish a valuable service without 
charge to the consumer. There is, indeed, no reason why the banks and 
the Post Office should not provide rival services which, I gather from the 
illuminating paper on “ Banking Without Cheques’”’* which Mr C. F. 
Karsten of the Rotterdamsche Bank presented to the International Banking 
School at St Andrews last, summer, is the case in Holland. Mr 
Karsten, incidentally, gave one very important reason why our banks would 
be very foolish to allow the Post Office or any other authority to “ get 
away with”’ the establishment of an efficient giro system. It is this, that 
in continental countries which provide such systems a great deal of money 
is locked up in them. In Holland, he said, of total bank money some 
25 to 30 per cent is on transfer service and in Belgium from 35 to 40 per 














* Now published, with other papers read at the School, in book-form by William 
Blackwood & Sons, price 20s.—£EDITOR. | 
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cent. In Germany, as I have been told, the funds controlled by the Giro- 
Zentrale, are so large that they constitute a major obstacle in the way of the 
development of an effective money market. The appetite of the “ pipeline ”’, 
which we know to be so ravenous in many physical industries, is a major 
factor, too, in the running of such a service to industry as a monetary 
transfer system. 

In setting down these rather random thoughts aroused by the recent 
developments in banking, I have kept it in mind that the popularization of 
the banking habit—its extension down the social scale—is only one of the 
profound developments in the financial sphere to which we should look 
forward as the standard of living of the mass of the people improves. The 
phrase ‘“‘ share-owning democracy ” which has recently come into vogue, 
expresses one of them. It is entirely right and proper in a free society 
that people of small means as well as of big should have the opportunity, 
if they wish, of sharing in the risks and rewards of the financial system 
which has made the free society possible. 

A great deal has to be done before this goal can be reached—in educating 
the public and stirring its imagination, in reducing the irksome formalities 
and the infuriating delays which our present methods of transferring the 
ownership of securities entail, in reducing the costs of buying and selling 
securities. ‘The Stock Exchange authorities seem as yet to have little 
inkling of the dimensions of the problems of publicity and organization 
which they will have to solve if the share-owning democracy is to become 
more than a dream. ‘The unit trust movement is doing its best to “ put 
over’ the advantages to the small man of the type of investment it offers. 
That it is only at the beginning of the road is shown by the fact that its 
sales of units to date represent little more per head of population than 
one-twentieth of the sales of the American open-ended trusts. 

Mr R. A. Butler spoke recently of the Government helping the unit 
trust movement. The only help worth anything that it can give is to 
cheapen and simplify the securities transfer procedure. The onerous and 
discriminatory 2 per cent stamp duty must go. Personally, I regard all 
these vexatious stamp duties—receipt stamps, cheque stamps and transfer 
stamps—as anachronisms. All stamp duties put together bring in only a 
shade over 1 per cent of national revenue—an estimated {£56 millions out 
of £5,440 millions in 1958-59. They should be swept away. ‘The idea 
which has been mooted of reducing to 10s per cent the stamp duty on 
transfers of securities worth less than £100 strikes me as a footling one. 
Why should the small man who invests {99 through a unit trust or a 
pensions fund which buys securities in bulk be denied the relief, and the 
man who buys £99 of company shares or stocks be allowed it? There is 
no sense in it at all. 

The first essential key to the share-owning democracy is the abolition of 
transfer duty. ‘The second is the simplification of Stock Exchange and 
registration procedure so that it shall no longer take an average period of, 
perhaps, six weeks before a purchaser of shares receives a document of title 
to the shares he has bought. 
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Exchequer Finance for 
the Commonwealth 


HILE the general policy of providing further United King- 

dom assistance for Commonwealth development that was 

outlined by the Chancellor of the Exchequer at Montreal is 

unexceptionable both in its objectives and in its timing, 
certain doubts must arise about the particular methods chosen to imple- 
ment it. Mr Amory, as noted in last month’s issue of The Banker, indicated 
four methods. First, the Exchequer would make loans to governments of 
independent Commonwealth countries at a rate of interest } per cent above 
the rate at which the Exchequer itself could borrow at the time for a like 
period. Secondly, Exchequer loans on similar terms would be made to 
colonial governments under new legislation, necessary in any case, to 
extend the Colonial Development and Welfare Acts. ‘Thirdly, the resources 
of the Commonwealth Development Finance Company might be enlarged 
by subscriptions from other Commonwealth countries and by an increase 
in the subscription of the Bank of England. Fourthly, certain public 
utility undertakings in the less developed countries of the Commonwealth 
may in future be permitted to seek funds in the London market. 

No indication has been given of the Exchequer’s likely commitment 
under these new arrangements. ‘There will undoubtedly be many applicants 
for loans on such attractive terms, and in practice some form of rationing 
will almost certainly have to be imposed. ‘The authorities presumably 
intend to regulate the flow of advances-from the Exchequer according to the 
pressure on Britain’s export industries and the strength of the balance of 
payments. ‘The sharp improvement in Britain’s terms of trade in the past 
year, which is both the source of the substantial payments surplus achieved 
in recent months and the threat to its continuance, has produced a con- 
juncture in which benevolence and self-interest can go hand-in-hand. Such 
a happy identity of the short-term requirements of Britain’s economy and 
the long-run objectives of Commonwealth development, however, is unlikely 
to recur frequently, and there must be some misgivings about whether the 
tap of Exchequer funds, which can be turned on very easily, can be turned 
off with equal promptness when the balance of payments is less favourable. 
At Montreal, the Chancellor seemed to imply that he did not expect the 
total outflow of capital in the years ahead to be, on average, appreciably 
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above the annual rate of £200 millions at which it has been running in 
recent years. ‘This suggests that the new methods of finance may in fact 
supplant, rather than supplement, existing sources. In a sense it can be 
said that they do not involve the establishment of new channels, but the 
more intensive use of certain existing ones. The formal point, however, is 
of small importance compared with the change of policy that lies behind 
the moves. 

In July, 1957, a Government white paper on “‘ The United Kingdom’s 
Role in Commonwealth Development ”’ estimated that in 1956 Exchequer 
funds accounted for approximately £60 millions of the £200 millions of 
long-term capital flowing from Britain to the Commonwealth. More 
significant, however, is the pace at which the provision of Exchequer finance 
has been expanding. In 1953 authorizations for the expenditure of Ex- 
chequer funds on Commonwealth development totalled {39.2 millions. 
In 1956 they totalled £65.6 millions and it is certain that the upward trend 
has continued in the past two years. This growing commitment reflects 
the assumption by the Government of new obligations to assist the social 
and economic development of the colonies, and, more recently, the necessity 
to advance public money to independent Commonwealth countries whose 
ambitious development programmes had brought them to the brink of 


insolvency. 


Funds for the Colonies 


The first step to provide regular Exchequer funds for Commonwealth 
development was taken in the Colonial Development Act of 1929, which 
set up a fund of £1 million a year for the dual purpose of assisting agri- 
culture and industry in the colonies and relieving economic depression in 
Britain. ‘The fund was intended to promote economic projects and it was 
not empowered to lend for social development. A new Act in 1940 raised 
the lending limit of the fund to £5 millions a year, plus £500,000 a year 
for research, and permitted assistance for ‘“‘ any purpose likely to promote 
the development of. the resources of any colony and the welfare of its 
peoples ’’. Since the passing of the first Colonial Development and Welfare 
Act in 1945 the emphasis has been on social rather than economic projects 
and in the twelve years to March 31, 1958, the great bulk of the £156 
millions provided has been for education, health and housing, and the 
construction of roads. All but £2 millions has been in the form of grants. 

Exchequer finance for economic development in the colonies since the 
war has been channelled mainly through the Colonial Development Cor- 
poration, a public authority set up for the purpose in 1948. ‘The Cor- 
poration is empowered to undertake commercial projects either alone or in 
association with private firms or colonial governments. In practice it has 
tried to work in partnership, putting up part of the capital cost of the 
project. After a very shaky start the Corporation has gradually ordered its 
operations on the commercial lines required by its establishing statute, and 
the experience that its officials have acquired in the course of time is reflected 
in the success of many of its recent ventures. At the moment the Cor- 
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poration is financed entirely by the Exchequer, mainly by long-term advances 
(for forty years, repayable by equal annual instalments of interest and 
capital beginning in the eighth year). Interest payable by the Corporation 
is fixed for the life of the loan at the Government’s borrowing rate at the 
time when the advance is made, and the Corporation lends at this rate 
plus a margin reflecting its assessment of the risk involved and the “ priority ” 
of the particular project. At December 31 last only some £10 millions of 
its borrowing limit of £100 millions remained uncommitted and a new Act 
this year raised the borrowing limit to £150 millions. The limit on Ex- 
chequer advances to the Corporation, however, was raised only to £130 
millions, leaving the Corporation to obtain the remaining £20 millions from 
private sources. 

The provision of private capital for the CDC will not be easy. Under 
the 1948 Act the Treasury has the power to guarantee the principal and 
interest on any loans that the Corporation raises from outside the Exchequer, 
but it is far from certain that the Treasury would agree to use that power. 
The World Bank is a possible source of capital, but wherever the Cor- 
poration borrows it will first have to demonstrate its credit-worthiness. 
The “ Special Losses Account ”’ of £8 millions borne on the balance sheet 
is an embarrassing reminder of youthful indiscretion, and the Corporation 
would plainly like to see that particular blot removed from its escutcheon 
before it ventures into the market. Discussions to that end with the 
Treasury five years ago produced no acceptable solution, though the 
Treasury agreed to waive its right to interest on some {4 millions of loans 
to the Corporation. An alternative solution recently suggested by the 
Corporation is that £8 millions of the long-term Exchequer loans be con- 
verted into a kind of equity on which interest would be paid only when 
warranted by the earnings of the Corporation. In the long-run the Cor- 
poration would like to raise most of its finance in equity form since, as its 
last annual report says bluntly, “the financing of overseas risk-bearing 
projects solely by repayable loan capital . . . is in effect and in fact a financial 
nonsense ”’. 

In the past the Treasury has not considered itself liable to render financial 
assistance to independent Commonwealth countries. ‘These countries, it 
has held, must stand on their own feet. ‘This doctrine meant that emergent 
territories, such as Ghana and Malaya, would cease to be eligible for any 
further funds, either under the CD and W Acts or from the CDC, on the 
day of their independence. The absurdity of applying the doctrine so 
rigorously was pointed out in the debates on the Ghana Independence Bill, 
when the Government conceded that the CDC could continue with projects 
started before independence, and, if the Secretary of State for the Colonies 
thought it “‘ expedient”, could provide further capital to widen or extend 
those projects. The idea of turning the CDC into a Commonwealth 
institution, however, was rejected. 

Governments of independent Commonwealth countries—and indeed 
foreign countries—have been eligible for Exchequer loans under the Export 
Guarantee Acts of 1949 and subsequent years, which permit advances 
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‘‘ for the purpose of rendering economic assistance to countries outside the 
United Kingdom ”’. Until this year, however, little use had been made of 
these facilities and only one loan had been made to a Commonwealth 
government—a credit of £10 millions to Pakistan in 1954 for the purchase 
of British agricultural equipment. Much more use is now to be made of 
this particular channel The new loans, like previous loans made under 
the Export Guarantees Acts, will be tied to the purchase of British equip- 
ment. ‘The procedure adopted in the past, which is likely to be used for 
the new loans, is for the terms of the loan agreement between the two 
governments to specify the general items on which the funds are to be 
spent. The overseas government—or a private firm nominated by it— 
then places orders with British suppliers and sends a note of the contracts 
to the Export Credits Guarantee Department. When payment is due, the 
ECGD buys promissory notes from the overseas government, drawing the 
necessary money from the Consolidated Fund and putting it to the credit 
of a special account opened for the government with a bank in London. 
The overseas government pays its suppliers by drawings on that account, 
and reimburses the ECGD when the promissory notes mature. 


Statutory Limit to ECGD Loans 


Rates of interest or terms of repayment are not laid down in the Acts. 
This summer the ECGD was offering to lend at 1 per cent over the rate 
at which the Exchequer could borrow for comparable periods, but no loans 
were in fact agreed at that rate. Since, in a formal sense, the Department 
is staking its own money, it does not regard itself here as bound by the 
rules of the Berne Union that forbid insurance cover for export credits for 
terms of more than five years. ‘The United States Export-Import 
Bank, which performs functions similar to those now assumed by 
the ECGD, frequently makes development loans for up to fifteen years— 
and sometimes for twenty years. ‘The length of the new loans to Common- 
wealth countries, however, will be decided by the ‘Treasury, and their average 
term might not exceed ten years. 

Although no definite sum has been determined for the amount that the 
Exchequer will lend in this way, a formal limit is set by the ceiling of £250 
millions on the ECGD’s liabilities under Sections 2 and 3 of the 1949 
and 1957 Acts. In February, 1957, when the raising of the ceiling from 
£150 millions to £250 millions was being debated, the Minister of State 
at the Board of Trade said that firm commitments and contingent liabilities 
under these sections totalled £146 millions. In the past two months a loan 
of £38 millions has been granted to India, and loans of £10 millions to 
Pakistan and {2.5 millions to Ceylon are at the moment under negotiation. 
The Department now probably has less than {£50 millions available for new 
commitments (which include much other business besides government-to- 
government loans) and if further extensive use is made of this channel 
new legislation will be required. 

Other Exchequer funds have been made available to Commonwealth 
countries by releases of Britain’s sterling subscription of £84 millions to 
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the World Bank. All but £10 millions of that subscription has now been 
released for lending by the Bank to Commonwealth sterling countries, 
although only some £33 millions has actually been disbursed. All inde- 
pendent Commonwealth countries, except New Zealand, are members of 
the World Bank, and thus eligibie for its loans, while colonies are eligible 
by virtue of Britain’s membership. 


Private Capital for Development 


Despite the rapid growth of Exchequer assistance, the bulk of the money 
for Commonwealth development still comes from private sources, notably 
the direct investment of British firms in subsidiaries in the Common- 
wealth, and the raising of funds in the London capital market. ‘The mag- 
nitude of direct private investment cannot be accurately measured, ‘but it 
may have accounted for almost half of the total flow of long-term capital 
from Britain in recent years. ‘The substantial tax concessions to “‘ overseas 
trade corporations ”’ given in the Finance Act of 1957, designed to encourage 
the ploughing back of profits overseas, make it likely that, despite the fall 
in earnings suffered by many companies operating in the Commonwealth, 
direct investment has increased in the past year. Finance raised in the 
market can be measured more precisely. Commonwealth and colonial 
governments enjoy privileged access to the gilt-edged market, and since the 
end of 1946 they have raised more than £300 millions in London; private 
industrial firms in the Commonwealth have raised a further £300 millions. 
The City, however, has been unable to accommodate all the demands for 
capital, and in the past few years Commonwealth borrowers have increas- 
ingly looked to other sources, such as the World Bank and the New York 
money market, for funds that they could not, or would not, raise in London. 

Since 1953 private funds have also been made available for the financing 
of private projects, and in exceptional cases some public authority projects, 
through the Commonwealth Development Finance Company, a_ public 
company with an issued share capital of £15 millions, of which {4.2 millions 
has so far been called up. ‘The Bank of England holds 45 per cent of the 
capital, and the remaining 55 per cent is held by ninety-one leading in- 
dustrial, commercial and financial concerns. ‘The company is empowered 
to borrow up to twice the amount of its issued capital, that is, at the moment, 
up to £30 millions; its investments and commitments at March 31 last 
totalled £14.6 millions. Finance supplied by the company is intended to 
complement funds raised from other sources. So far the CDFC has not 
fulfilled the high hopes that were held at its inception. I[t has been ham- 
pered less by lack of funds than by the necessity, in the recent years of 
dear money, to charge high rates for its loans. ‘The company raises fresh 
finance mainly by bank overdraft and its lending rate is set to cover the 
interest on these advances plus a margin reflecting the degree of risk estimated 
to be involved in the project. The decline in money rates since March 
may well lead to an increase in business in coming months and, as the 
Chancellor stated at Montreal, the possibility of enlarging the capital 
resources of the company is under discussion. It is possible that the 
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CDFC, with its extensive connections in the City, will be called upon to 
arrange finance for public utilities in the Commonwealth that are given 
permission to seek funds in London. 

In the past eighteen moriths many Commonwealth countries have financed 
part of their development programmes by drawing on their sterling balances. 
Such drawings contributed in no small measure to the strain on sterling in 
the summer of 1957, but in the past year they have been one of the major 
props sustaining world trade. For some sterling countries this source of 
finance is no longer available; for others it is still scarcely tapped. Although 
the proposed Exchequer loans to Colonial and Commonwealth governments 
have the advantage, from a strictly national point of view, of being tied 
specifically to British exports, there is a strong case against granting them 
to countries with ample holdings of sterling. ‘The opportunity presented 
by the strength of Britain’s balance of payments and the slack in the 
economy should, wherever possible, be used to repay shori-term liabilities, 
and so reduce the vulnerability of sterling in any future exchange crisis, 
rather than to increase long-term assets. 


What Role for the Market ? 


The major question raised by the new methods of Commonwealth finance, 
however, is how far they will supplant existing channels. ‘The flow of 
funds through some channels—the Colonial Development and Welfare Acts, 
the Colonial Development Corporation, the Commonwealth Development 
Finance Company and direct investment by private firms—is almost certain 
to continue to increase in coming years. Exchequer loans may fill the gap 
left by the virtual exhaustion of the sterling balances of some countries, 
and assist the development of projects for which no other source of finance 
is available. But there is a great danger that they will go beyond this, and 
divert borrowers from the capital market to the Exchequer. ‘That is cer- 
tainly not the authorities’ intention, but in fixing their lending rate a bare 
+ per cent above the UK Government’s own borrowing rate they have 
made it extremely difficult, if not impossible, for the Exchequer to become 
in effect lender of last resort. 

Although loans raised in the market will have certain advantages over 
those obtained from the Exchequer—notably rather greater flexibility and 
the possibility of re-financing at the end of their term—these advantages 
will weigh but lightly in the minds of most governments against the possi- 
bility of borrowing on almost the same terms as the British Government, 
and avoiding the expenses of a public issue into the bargain. By pitching 
their rates below the market, the authorities must inevitably reduce the 
effectiveness of the market both as a regulator of the supply and demand 
for capital, and as a selector of the most eligible projects. ‘The enormous 
potential demand for funds for Commonwealth development makes it 
almost certain that, even when Britain’s balance of payments is at its 
strongest, some scale of priorities will have to be used in allocating funds 
from the Exchequer. That task has been made still more invidious by the 
introduction of a privileged rate of interest. 
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Japan’s Resurgence in 
Perspective 
By D. DUXBURY 


NDUSTRIAL production in Japan is now running at more than two 

and a half times, and in some sectors three or four times, its rate in the 

middle 1930s. Since 1954 the country’s exports have been rising at a 

faster rate than world exports. In short, Japan has recovered astonish- 
ingly from the incredibly low starting point of 1945, when a large part of 
her economy was devastated through physical destruction and through a 
war effort that was never warranted either by the country’s preparedness 
or by her latent resources. Beyond this remarkable rehabilitation, she has 
by her own efforts, supported by American aid, adopted new techniques, 
manufactured up-to-date materials and equipment, improved her produc- 
tivity by modernization of methods and plant, and raised her standards of 
quality so that in many products—steel for shipbuilding is a notable example 
—she can meet the most exacting specifications of industrial consumers in 
the outside world. 

Yet with all this, Japan’s recovery remains vulnerable to sudden changes 
in her holdings of foreign exchange. ‘The balance of payments is a constant 
source of anxiety. Occasionally net earnings have been surprisingly good, 
but even when the balance of payments has been running most strongly in 
Japan’s favour it has contained the seeds of later difficulty because it has 
involved too heavy a reliance on dollar receipts that cannot be regarded as 
permanent. ‘Tied closely to the west by the accidents of war and cold 
war, Japan is the clearest example of a country whose growth is dependent 
on world prosperity and expansion; in her economy, as in no other, the 
effects of fluctuations in international trade can be seen in their most 
marked form. In periods of rising world trade Japanese exports have 
shown the sharpest, even spectacular, increases. Japan’s effort to expand, 
judged by imports, has been equally remarkable. In the first half of 1957, 
for example, her imports rose by 56 per cent over the corresponding period 
of 1956; for comparison, France imported 23 per cent more, and West 
Germany 18 per cent more. These bursts of rapid expansion are usually 
short-lived. In any periodic setback to the expansion of world production 
and trade Japan suffers more than most other nations because her reserves, 
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whether reckoned in holdings of foreign exchange or in the flexibility of her 
economy, are fewer and less manoeuvrable than those of other industrial 
countries. 

The urge to succeed, to expand, to prove the homeland equal to the most 
advanced countries of the west, is so strong in Japan that her economy, 
whether viewed in the wider perspective of one hundred years of modern 
development or in the closer terms of post-war experience, reveals frequent 
instances of excess enthusiasm. At times the economy has been seriously 
overstretched by the desire to make the most of opportunities to expand. 
This desire to advance is Japan’s greatest intangible asset, far outweighing 
any shortage of goodwill in overseas trade. It is coupled with an ingenuous 
belief in the inevitability of Japanese success, and the undoubted ability to 
take over and sometimes improve upon the methods of other nations. But 
against this asset must be set a vulnerability that is in part simply the 
physical heritage of the country and its people, and in part the result of 
modern historical development. In resources, geographical location, and 
industrial technique Japan was off to a bad start in 1858, when she emerged 
to match herself against the industrial nations of the west; and in 1958 
she is in many ways little better set for the race. 

Thus in 1956 there was great prosperity, with industrial output at a 
high level, investment actively preparing for a further expansion of pro- 
duction, and overseas trade increasing rapidly. Industrial activity rose by 
22 per cent, and investment in industry by 76 per cent, above their levels 
in 1955. ‘This prosperity continued into 1957, but the high rate of imports 
vital to home consumption, industrial production, and exports alike, under- 
mined the balance of payments. Whereas in 1956 visible exports and 
imports approached a balance—the excess payments represented less than 
3 per cent of imports—the year 1957 showed a trading deficit more than 
ten times the 1956 figure, amounting to 22 per cent of imports. Despite 
a favourable balance on invisible items, of $257 millions, the year’s total 
deficit on all payments was $533 millions. In the first three-quarters of 
the year there was a total deficit of some $626 millions, but measures taken 
by the Government to check the rise in imports and to control the volume 
of credit helped to produce a favourable balance of $93 millions in the 
final quarter. ‘This improvement has continued. In the first six months 
of this year the balance of payments showed a surplus of $194 millions. 
But this is, economically speaking, a hollow victory, since it is due almost 
entirely to a reduction in imports. 

The figures of the balance of payments provide, perhaps, the best sum- 
mary of the basic problems confronting the Japanese economy to-day. 
Japan must export if she is to live, and she must export at an increasing 
rate if she is to live well, because her population, even on a reduced 
natural rate of increase, is growing by 800,000 each year. This is an 
ever-present problem, and a particularly difficult one in 1958 when the 
volume of world trade is contracting. Obviously, in present conditions 
the problem of maintaining, let alone increasing, Japan’s share of world 
trade is becoming steadily more difficult. In recent years the increase in 
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Japanese exports has been principally in sales of textiles and light machinery. 
The United States and some African countries reduced their purchases of 
these goods in 1957, and there appears to be little scope at present for 
expanding exports of capital goods. 

The size of Japan’s population, in relation to land area that is cultivable, 
has for long been a source of anxiety. Her natural resources are inadequate 
in terms both of industrial raw materials and, to a smaller extent, of food 
supplies. Hence the pressures within the economy, and the outward 
pressure to earn more from exports—or, in less responsible states of mind, 
to seek physical space for expansion. The economy, moreover, contains 
vestiges of a feudal past. Japan was not a feudal state, as some imagine, 
when she was opened to the west a hundred years ago, but there were some 
remaining traces of feudalism both in organization and in social attitudes, 


JAPAN’S BALANCE OF PAYMENTS 
(Millions of US dollars) 
1951 1953 1955 1957 1958* 


69 209 353 —253 136 


Visible exports - bis 7 — 1,297 1,156 1,954 2,781 1,356 
302 481 758 1,276 625 

Visible imports - - Sy a 1.725 2,101 1,848 3,572 1,238 
980 1,019 871 1,946 648 

Surplus or deficit (—) on visible trade - — 428 — 945 106 — 791 118 
-678  -538 -113 -670 -—- 23 

Invisible receipts - - ee - 943 964 713 861 346 
907 889 647 753 311 

Invisible payments .. a - 4 184 213 326 604 270 
161 142 180 335 152 

Surplus or deficit (—) on invisible items .. 759 751 387 257 76 
‘ 746 747 467 418 159 

Total surplus or deficit (-) .. 5 - 331 — 194 494 -533 194 


Source: Bank of Japan Foreign Exchange Statistics. 
* January to June only. Italicized figures show the dollar component in each item. 


It is, perhaps, well for us to recall that it was not until the property legisla- 
tion of 1922 to 1925 that England finally rid itself of the encumbrances of 
feudal land tenure. In the Japan of 1850, the traces of feudalism were more 
extensive, and the subsequent rapid Advance of techniques in industry and 
commerce was unmatched by corresponding changes in either social organi- 
zation or social conscience, nor was there in the population as a whole 
the technical expertize common to even the least educated in developed 
countries of the west. ‘This backwardness has been only partially remedied. 

This is an unpropitious background against which to organize economic 
development at the rate of the most advanced countries of Europe and 
America. ‘To it must be added a fundamental defect that is part of Japan’s 
post-war environment—that even in the most favourable conditions the 
strength of Japan’s balance of payments depends too much on dollar receipts. 
Throughout the years of recovery after the war Japan depended over- 
whelmingly on United States aid, real or disguised. During the past eight 
years Japan has shown an excess of exports over imports in only two years, 
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1950 and 1955. In four of the other six years, when her visible imports 
have exceeded visible exports, she has achieved a surplus in her balance of 
payments only by virtue of special dollar payments by the United States. 
As a result, in only two of the eight years to 1957 have her payments shown 
an overall deficit—in 1953, when the deficit totalled $194 millions, and in 
1957, when it totalled $533 millions. In 1953 her trading deficit was 
$945 millions, offset by an excess of invisible receipts over payments amount- 
ing to $751 millions. In 1957 the trading deficit was $791 millions, offset 
by a favourable balance on invisible transactions totalling $257 millions. 
In itself this may not seem unhealthy. ‘The crux of the problem, however, 
is that the bulk of these invisible receipts is accounted for by procurement 
of supplies for United States forces stationed in the country and the local 
expenditure of these forces, and thus cannot be regarded as other than 
temporary. It may be argued that ‘‘ temporary ’’ payments that have per- 
sisted for a decade or more are in fact far from temporary, and that politics 
in the far east and, indeed, in the rest of the world, are likely to ensure 
their continuance. But on any long-term view these receipts must be 
considered fortuitous, and should be disregarded in any serious assessment 
of the strength or weakness of the Japanese economy. 


Legacies of the Occupation 

The years of the occupation in post-war Japan, and the ensuing years 
when both socially and economically the influence of the occupation has 
continued, though with diminishing force, must be viewed in the light of 
a changed and, as some think, a distorted pattern of trade. Japan’s natural 
trading area is eastern Asia. In the past she was closely bound to China, 
and if China must be written off as a Japanese market, other areas, such as 
south-east Asia, must take its place. So far only a limited attempt has 
been made to find new markets and new suppliers. Puzzled and frus- 
trated by the arguments against any link with China, Japan has not been 
able to find an adequate substitute, in either import or export trade. 
Too many vital materials have been imported from the United States or 
from other sources far off, and the cost of the long haul on many products 
must be reckoned uneconomic. ‘The changed pattern of imports owed 
something to the compulsion of events in the far east, and something to 
political encouragement by the Americans, but the result is that a heavy 
increase in dollar earnings became, and continues to be, essential. ‘These 
earnings have been forthcoming so far only by virtue of political arrange- 
ments that cannot reasonably be expected to persist, or in the most 
favourable trading conditions. 

In retrospect it may seem to historians that the occupation left little of 
lasting consequence to Japan’s economy. ‘The influence of these years 
may be reckoned in terms of American contemporary thought, such as the 
drive against trusts, the imposition of a western type of democratic political 
structure, the introduction of western industrial relations, new industrial 
techniques and equipment, and the introduction also of many of the super- 
hcialities of western, and especially American, prosperity. Of these, perhaps 
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only the new techniques and superficialities will survive for long. Already 
the organization of industry has reverted to large-scale grouping, though in 
forms different from those of the paternalistic past; industrial relations 
have receded from the idealistic notions of the immediate post-war period; 
and parliamentary democracy on western lines hobbles, rather than marches, 
towards the future. The problems of expanding Japan’s exports have 
brought forward proposals for greater integration of effort, so that “* need- 
less and excessive’? competition may be avoided, and sales promotion 
organized more forcefully. Such proposals lie behind the bill recently 
submitted to the Diet to revise the Anti-Monopoly Law. This bill, if 
passed, would make easier the formation of cartels to fight recessions, to 
dispose of redundant machinery, to ensure “ fair shares ’’ of home markets, 
and to expand sales in overseas markets. 

Japan’s basic industrial and commercial problems yet await solution. 
She will have to seek her own way forward, and the encouragement of 
larger groups for production and marketing may be essential since public 
sources of capital are limited, and many of the activities carried on by the 
multitude of small producers and distributors are uneconomic. Expansion 
of exports on the scale needed to maintain standards of living may produce 
strains in trade relations with other countries. If the methods of expansion 
adopted by Japan arouse opposition strong enough to frustrate her efforts 
serious political stresses might be inevitable inside Japan, and the reper- 
cussions of these on the rest of the world could be immense. 





An Artist's Sketchbook: .No. 58 


BRITISH BANKS IN TOWN AND COUNTRY 


National Provincial Bank, Chelmsford 


HELMSFORD, the centre of a great agricultural area and in former 

days a prosperous market town, still retains much of its old character, 

though many small industries have sprung up within its boundaries. 
As one might expect from its old market town character, there is much 
interesting—and some extremely good—architecture to be found, par- 
ticularly around Tindal Square, to which the buildings of several banks 
make an effective contribution. Of the old buildings, some mention must 
be made of the famous Shire Hall, built in 1791 to the designs of John 
Johnson. It is built of Portland stone and has sculptured panels by John 
Bacon on the fagade. ‘The interior of the Shire Hall has been rearranged, 
but the great ballroom with its rich frieze and ceiling remains intact. 
Nearby is the great medieval church which was raised to the status of a 
cathedral in 1914, a piece of Gothic architecture surrounded by buildings 
more or less Classical in style. 
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Specially perce The Banker 
by Geoffrey S. Fletcher 
Another notable building is the charmingly designed National Provincial 
Bank. As will be seen in the drawing, it has tall Corinthian columns 
standing on deep plinths and running the entire height of the fagade up 
to the architrave. ‘This gives an appearance of height to an otherwise not 
very tall building; indeed, the general impression conveyed is of one of 
those small pavilions which English and French (particularly French) 
architects designed for their noble clients to serve as adjuncts to the palatial 
houses of the Renaissance. ‘The French character of the bank is emphasized 
by the high pitched roof, to be seen on many small French chateaux, and 
by the cornice topped by urns. It is altogether a very agreeable and compact 
desien and is carried out in white stone. 
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Bankers as Investment 


Advisers 


LIABILITY FOR NEGLIGENCE ? 
By A SPECIAL CORRESPONDENT 


OR forty years bankers have looked to the decision of the House 

of Lords in Banbury v Bank of Montreal [1918] AC 626 for authority 

for the view that advice on investment is not within the scope of 

their business. The point is of some importance, since negligence 
in the performance of a contract cannot be actionable unless it concerns 
work that falls within the terms of the contract. Hence, according to the 
view taken in the Banbury case, if a bank manager did in fact give advice 
on investment, the bank could not be held liable for any negligence in the 
giving of that advice. 

No one has had any great confidence, however, that the Courts would 
come to the same conclusion in the changed conditions now prevailing. 
Lord Chorley, for instance, in his Law of Banking, said, ‘“‘. . . with the 
passage of time it may well be that the situation has changed, and that it 
has now become a part of the contract between banker and customer that 
such services should be rendered. ‘This appears to be a question of fact 
rather than law and one on which it would be difficult to express an 
unhesitating opinion without a careful consideration of evidence as to 
actual practice’’. And later he remarked: ‘‘ The question must therefore 
be regarded as uncovered by authoritative decision, and is one of the few 
major questions in banking law which are still open ”’. 

It is interesting to consider how far the decision of Salmon, J, in a case 
heard at Leeds Assizes this summer, Woods v Martins Bank Ltd [1958] 
3 All ER 166, resolves that open question. ‘The facts of the case as found 
by the Court—they received wide publicity in the press at the time—may 
be briefly summarized. In 1950 the plaintiff was a wealthy man, aged 
about 30, who had had little or no business experience. In that year he 
met the manager of the defendant bank’s Quayside, Newcastle, branch, 
and in a short time became convinced of his business acumen. ‘The bank 
had amongst its accounts at the branch that of Brocks Refrigeration Ltd, 
and, the plaintiff having asked the manager (with whom so far he had no 
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account) to be his financial adviser, the manager suggested that he should 
invest £5,000 in preference shares of the company which he offered to 
obtain for him. At that time the head office of the bank was asking for 
reductions in the company’s overdraft. 

Over the next two years head office anxiety about the company’s account 
increased, and pressure for reduction of the borrowing continued. ‘The 
company was quite unable to maintain the account satisfactorily on its 
business results; but over this same period the plaintiff (who had opened 
an account at the branch shortly after the first investment was made) 
invested further sums in it on the advice of the branch manager. His 
total investment in it, made at various times and in various ways, eventually 
reached £14,800; and the whole of this amount was lost. He sought in 
this action to recover from the defendant bank and its branch manager 
the sum invested, and a further sum of £990 which he had paid under a 
guarantee, basing his case on the negligence of the advice he had been 
given. ‘The Court held that both defendants were liable. 

It is clear that the 1918 decision, already viewed with some reserve, 
cannot now be relied upon at all, notwithstanding that it was a decision of 
the House of Lords. ‘The plaintiff in that action, it is relevant to recall, 
lost his case only by a majority of one; and the House did not anyhow 
purport to lay down a legal principle. ‘‘ The limits of a banker’s business ”’ 
remarked the Lord Chancellor, Lord Finlay, “‘ cannot be laid down as a 
matter of law’’. Now, in the Woods case, a court of first instance has 
‘* distinguished ’’ a House of Lords decision in a manner that makes it 
unlikely that that decision will ever be relied upon: circumstances have 
changed, and the law has recognized the change. So much is clear. But 
the Woods case should not (although it almost certainly will) be taken as 
a wider precedent than the judgment makes it. It should be noted, too, 
that there are points in it that might (but probably will not) be challenged. 


Conflict of Interest 


In the first place, as Salmon, J, emphasized (using, perhaps uncon- 
sciously, the exact words of Lord Finlay quoted above), this new decision 
is also one that depends on the facts of the case. And those facts—which 
chanced to resemble those in the Banbury case—were very evidently peculiar. 
In principle, therefore, the decis‘un does not justify any general statement 
on ordinary investment advice: this was investment in a business of which 
the branch manager had very special and intimate knowledge, and the 
judge pointed out that there was a conflict of interest involved: “. . . in 
the circumstances of this case he ought never to have advised the plaintiff 
at all—certainly not without making a full disclosure to the plaintiff of the 
conflicting interests... .” The advice given in the Woods case is thus 
not at all on all fours with, say, a suggestion at any particular time that 
investment in gilt-edged would be a good thing, or conversely that equities 
are likely to go up over the next few months. That is much more like the 
kind of advice that is the current coin of banking; and there is no decision 
yet on a claim for loss resulting from it. Strictly on the facts, the Wood 
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decision is restricted to advice given by bank managers to invest in 
businesses that are their own banking customers. 

Even so, the banks cannot find in the judgment of Salmon, J, any 
encouragement for hope that they might win an action on more normal 
facts. ‘The judge quoted the bank’s instructions to managers, that they 
‘must not directly advise the purchase or sale of any investment ’”’, and 
remarked that this did not “alter the true scope of the bank’s business 
any more than any secret instruction issued by a firm of solicitors to their 
managing clerks, forbidding them to advise on any particular legal topic 
save through counsel, would cut down the scope of the firm’s business 
vis-a-vis its clients’’. None of this was directly relevant to the case, since 
the instruction concerned stock exchange transactions only; but the bank 
had put the point, and thereby elicited a dictum which, while not binding, 
should perhaps be taken as a warning in relation to investment guidance of 
the more usual kind. 

More ominous, both because they formed part of his ratio decidendi and 
because they were of general rather than restricted effect, were the judge’s 
quotations from the bank’s publicity material; all of it was of later date 
than the two years in which the events complained of happened, but the 
bank did not seek to show that this publicity represented a change of 
policy. ‘The tendency of it all was, of course, to hold out the bank’s 
managers as available to give ‘“‘ the very best advice ’’; and it is certainly 
true that Martins is not the only bank to have advertised in this way. A 
plaintiff may reasonably rely on such advertising as relieving him from the 
necessity of proving a course of business; but it may be remarked that 
even such proof might not nowadays be so very difficult, when all the banks 
have been ready to encourage the idea that their managers are useful and 
friendly counsellors. It is a matter of common experience in all the 
banks that customers have in the past twenty years increasingly come to 
their managers with a wide variety of problems, not by any means all of 
them purely financial; and it may well be that, at least on financial matters, 
any advice negligently given by a manager could now be ground for a 
successful action, even if the particular bank had never advertised “‘ advice ’’. 

This is speculation, however: the Woods decision does not go anything 
like so far as this. And it is to be remarked that Salmon, J, defined the 
limits of the duty imposed upon a manager in these words: 


Clearly Mr Johnson was not negligent merely because his advice turned out 
to be wrong. Nor could he be negligent because he failed to exercise some 
extraordinary skill or care. His only obligation was to advise with the ordinary 
care and skill which the ordinary bank manager in his position might reasonably 
be expected to possess. 
If once the giving of advice is accepted as being within the scope of the 
banks’ services, few bankers would quarrel with this definition of the 
manager’s duty. 
There are, however, at least two other points in the judgment that are 
not so satisfactory, and that take the discussion into a wider examination 
of the nature of liability for negligence. The first is the finding that the 
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bank was liable for the first advice given, before the plaintiff had opened 
his account with the bank. This was based primarily on the view that the 
plaintiff’s letter of instruction to make the investment in question, ‘* and 
retain to my order the balance of the proceeds” [of the building society 
account that was being realized], constituted a banker-customer relation- 
ship, even though the proceeds were held on a suspense account for some 
weeks before a normal account was opened; while the advice given before 
the date of the letter was held to have been implicitly repeated on that date. 
But Salmon, J, went further, and expressed the opinion that the fact that 
the manager was seeking the plaintiff’s account imposed a similar duty to 
that which would have existed had the account been already opened. 
‘“‘T have found ”’, he said, “‘ that it is part of the defendants’ business to 
advise customers and potential customers on financial matters of all kinds ”’. 
In fact it does not appear from the report that the words here italicized 
had been used before this point; and it may be questioned how far liability 
can properly anticipate the formation of an actual contract. 


A New Leading Case 


Negligence, it is important to remember, can in this context normally 
be founded only on contract. ‘The law of tort, under which every man 
owes a duty of care to his neighbour, gives relief only for bodily injury, 
not for financial loss; an accountant, for example, who is negligent in 
preparing a balance sheet cannot be made liable to a third party who loses 
money through acting upon it. There are many who think this law 
extremely unjust, but while it remains unchanged bankers can reasonably 
object to any attempt to make an exception in it to their disadvantage. 
Liability to people who are merely prospective customers would seem to 
be such an exception; although this part of the judgment in the Woods 
case is strictly obiter, it is perhaps worth registering the objection. 

It is for the same reason that one is left wondering about the basis for 
the finding that the manager in the Woods case was personally liable to the 
plaintiff. He could not, it would seem, be liable for any tort of negligence, 
as only monetary loss was involved; and there was no contract between 
him and the customer. He was the bank’s servant, and whether as servant 
or agent there would not be any personal liability involved. ‘The point is 
not dealt with in the report: both in the judgment and in the headnote 
the manager’s liability is stated but not explained. 

Altogether the case cannot be regarded as a satisfactory one from the 
banker’s point of view. Many bankers have believed for years past 
that it was unrealistic to seek to avoid liability for ‘‘ advice’ when the 
giving of that advice was so strong a selling point, and few will quarrel 
with the general effect of the judgment. But it is still unfortunate that the 
matter fell to be considered on such unusual facts. ‘The bank in question, 
it is understood, will not appeal against the decision. Hence banking law 
now has a new leading case that will be widely read as founding a general 
proposition that in fact it does not—and that may also be remembered for 
some ancillary points with which not every lawyer will agree. 
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The Governor on Monetary 
Control 


Mr Cameron Cobbold’s speech at the Bankers’ Dinner on October 16, 
reported in full below, ranges over all the major banking developments 
touched off by the relaxation of the credit squeeze; outlines the Bank’s view 
of control of hire purchase; sheds additional light on how the authorities 
might use the new device of “ special deposits’’; and appraises the future 


rdle of monetary policy. 


Its aim at present 1s expansionary. 


But on a longer view it will be 


‘“ more often required to restrain than to force the pace’’. 


| “HIS annual dinner was held last 
year three weeks after the increase 
of Bank rate to 7 per cent. I then 
offered two reasons to justify that 
decision—that it was necessary 1n the 
protection of sterling and that, given 
the general climate and parallel action 
by Government in other fields, there 
were prospects of decisive effects on 
the domestic economy. Nobody can 
estimate exactly the contribution made 
by each of the various measures or how 
much they were helped by the trends 
of world economy. But the fact re- 
mains that the job was done: sterling 
was protected and inflation checked. 
In consequence, instead of our usual 
role of restraining and restricting and 
of asking people not to do things, the 
monetary authorities have felt able to 
remove some restraints and to en- 
courage people to get on with their 
business—a more pleasant occupation. 
This company in particular had good 
reason to welcome the relaxations of 
the credit squeeze which the Chan- 
cellor announced in July. Necessary 
and useful as the restraint on bank ad- 
vances had been, many of us felt that if 
continued much longer in the same 
form it would have done permanent 
damage to the banking industry and 
the services which it gives to the public. 
Since the relaxations there has been 
no violent upsurge in bank lending, but 
the first returns show a significant in- 
crease for general business purposes, an 
increase which may well go further. 


Two new developments have had much 
publicity, the participation by the 
majority of the great deposit banks in 
hire-purchase concerns and the intro- 
duction by certain banks of new 
schemes for personal cheques and per- 
sonal loans. 


Hire-Purchase Finance 


I judge this closer connection be- 
tween the banking system and the hire- 
purchase industry to be in the public 
interest; and I am sure that the banks 
have been wise to participate indirectly 
through specialist companies rather than 
attempt direct management of two quite 
different types of lending. Hire pur- 
chase has come to stay as a permanent 
and important part of our financial 
machine. It would not have suited 
anybody for hire purchase to have 
remained indefinitely outside the circle 
of the more traditional credit machinery. 
I do not, however, see this link-up with 
the banks as a solution of all the prob- 
lems of the hire-purchase industry. It 
has grown very quickly, in large and 
small units. A more comprehensive 
organization is needed within the in- 
dustry, both to maintain safeguards for 
customer and depositor, and also to 
provide the necessary statistical infor- 
mation. I hope that the contacts already 
existing between the Bank of England 
and the industry may be developed to 
our mutual benefit. 

It also seems to me in the public 
interest that the banks should now have 
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resumed their normal individuality and 
competition in the services which they 
provide to their customers and in the 
way in which they choose to run their 
business. If each of the banks in its 
own way can encourage the banking 
habit in wider sections of the com- 
munity they will be helping to streng- 
then the economy. 

So far as the total volume of credit is 
concerned, the effect of new “ personal 
loan’? schemes may well have been 
exaggerated. The banks which have 
adopted them will doubtless manage 
them with their usual prudence and it 
will be a long while before “ personal 
loans’ become a significant proportion 
of total bank advances. 


Special Deposits 


Turning to another change in our 
banking mechanics, I must say some- 
thing, even if it is rather technical, 
about the new scheme for special de- 
posits. It has seemed to us that it 
would not be desirable to have recourse 


again, if we ran into a new inflationary 
period, to the system of “ requests ”’ to 
the banks to limit advances. That 
system has admittedly been effective in 
recent years; but as a lasting or recur- 
ring system it is open to objections to 
which several bank chairmen and | 
myself have often drawn attention. We 
felt, therefore, that, pending the report 
of the Radcliffe Committee, some 
alternative means should be at hand to 
reinforce existing techniques in case it 
again became necessary to restrict bank 
lending. Of the various possible de- 
vices, the special deposits scheme com- 
mended itself to us as being the most 
flexible, the most obviously “‘ mone- 
tary’’ in form and the least open to 
possible abuse as a method of infla- 
tionary borrowing by Government from 
the banking system. But I am the first 
to agree with the critics that none of 
these technical devices goes to the main 
root of the problem or will of itself 
prevent inflation. ‘The main purpose 
of this scheme, like that of any method 
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INVESTMENT-TRUST-UNITS 


A managed Unit Trust of investment trust companies’ ordinary stocks and shares, with 
all risks spread widely and wisely both in the Commonwealth and North America. 
Every £100 of capital invested ten years ago in Investment-Trust-Units has a 
cash value now of more than £350, whife annual income has increased from 


Offer price October 24th 22. 9xD. Commencing gross yield £4.-.-.°., 
Units may be bought from the Managers through recognized Banks. 


Brokerage at two-thirds of the minimum Stock Exchange rate is included in 
the offer price and will be paid on any orders bearing the Bank’s stamp. 


*J-T-U’ ts one of the 


‘BANK-INSURANCE’ 
GROUP of UNIT TRUSTS 


MANAGERS : BANK INSURANCE TRUST CORPN. LTD., 30 CORNHILL, E.C.3. 
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of control over the assets of the banking 
system, would be to help in preventing 
excess liquidity from having its second- 
ary effects in blowing up the credit 
balloon. A large volume of special 
deposits maintained for long periods 
would ring a warning bell, precisely as 
abnormally high liquidity 1atios have 
done in the recent past. Nor is this 
scheme in any sense an a’t2nitive to 
the policy of funding the floating debt, 
a policy which has met with consider- 
able success in the past year and is 
being pursued with vigour. 

In the last twelve months sterling 
has been strengthened and the over- 
strain on the economy has been checked. 
But things do not stand still: they move 
one way or the other. And the monetary 
authorities must always be ready to 
moderate a swing in either direction, 
which unless checked early enough will 
always lead to trouble later. 

Over the longer term, the next decade 
or so, I remain convinced that, in their 
task of helping to create conditions for 
sound and steady development, mone- 
tary authorities will be more often 
required to restrain than to force the 
pace. With a new industrial revolution 
in full swing, with developing markets 
in Asia and Africa, with ever-increasing 
social programmes and with a prospect 
of continuing high defence expenditure, 
the forces of longer-term expansion 
seem well assured. And these forces 
will be strengthened by recent proposals 
in New Delhi to add to the international 
money available both for development 
and for meeting short-term strains in 
the exchanges. ‘These new resources, 
wisely used, will bring fresh support 
and confidence to world markets: I say 
‘wisely used’’ because a heavy re- 
sponsibility rests both on borrower and 
lender to ensure that they are used for 
real economic purposes and not to 
bolster up unsound positions or un- 
sound programmes. 

In the shorter term the picture 1s 
rather different. Happily the recession 
in North America seems to have turned 
more quickly than many anticipated. 
Nor has there been much sign of re- 
duced consumption spending in this 
country. But we may still have to feel 


more strongly the effects of the world- 
wide change in the last year or so from 
a seller’s to a buyer’s market. We 
may not yet have felt the full effects of 
lower commodity prices on some of 
our best customers’ spending power. 
And the process of digesting recent 
capital development, coupled with the 
present less rapid extension of markets, 
has been having its effect on investment 
plans. 


Boom Talk Not Justified 


I myself doubt whether some of the 
boom talk one has heard recently in 
the City is well founded. Whatever 
else may be uncertain, it is surely a fair 
guess that profits will be harder to 
come by than they were in the post- 
war period. 

If this is a true picture, we are in 
something of a dilemma between short- 
term and longer-term aims. In the 
short term we must try to prevent the 
economy, only recently recovering from 
long years of overstrain, from running 
down fast or far: but in meeting this 
threat we must not build in new hos- 
tages to inflation in later years. We 
must try to encourage investment: but 
it should be in ways which will have 
early effect on efficiency rather than in 
ways which will involve snowballing 
commitments for expenditure in future 
years. We must try to maintain a high 
level of demand and of employment; 
but we must not allow costs to run 
ahead of production. Only if we come 
through the slacker period with our 
industry efficient and our prices com- 
petitive shall we be able to take our full 
share as world trade rises again. 

These economic considerations, to- 
gether with tie behaviour of the ex- 
changes, the ebb and flow of sterling in 
overseas hands, and the movement of 
interest rates in other centres, are the 
main factors influencing monetary 
policy. Looking back over the past 
few months I would say that our 
principal desire has been to see a sig- 
nificant, but not violent, expansion 
of credit without encouraging com- 
placency, and a sustained recovery in 
sterling without attracting too large an 
inflow of short-term funds. 
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HE growing concern of the 

authorities about the signs of 

mounting inflationary pressure 
was reflected last month in a further 
rise in Federal Reserve discount rates 
and an increase in the cash margin 
requirement for Stock Exchange deal- 
ings. ‘The rise in discount rates from 
2 per cent to 24 per cent—initiated by 
five Reserve banks on October 23— 
was described officially as a technical 
adjustment to bring Reserve banks’ 
rates more into line with market rates. 
There is apparently no present inten- 
tion to tighten credit further. The rise, 
however, is further evidence that the 
authorities consider the danger of in- 
flation to be far more pressing than the 
danger of a relapse into recession. 

That conclusion would certainly be 
supported by American investors. Wall: 
Street last month remained in the grip 
of an almost irrepressible mood of 
optimism. A bout of liquidation dis- 
turbed the market immediately before 
the announcement of the decision of 
the Federal Reserve Board to raise cash 
margin requirements on security trans- 
actions from 70 to 90 per cent, but 
buyers were soon forcing the pace 
again. In the week to Friday, Octo- 
ber 17, turnover topped 24 million 
shares—the highest weekly total since 
July, 1933. 

On October 17, the Dow average 
bounded more than six points to 546. 
It was then a full 40 points higher than 
in August and more than 100 points 
above the year’s low of 437—a gain of 
25 per cent. Industrial stock yields 


had by then fallen, in 1958, from 4.57 
per cent to 3.45 per cent, or to their 
lowest level for a full decade, while the 
yield on ten-year ‘T’reasury bonds had 
risen from 2.67 per cent to 3.79 per cent. 
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Throughout these movements, remi- 
niscent of earlier booms, Wall Street’s 
technical position remained extremely 
strong. Professionals, mistrustful of 
the extent of recovery, had established 
a “‘ short’”’ position of some 63 million 
shares, while brokers’ loans had been 
held fairly well in check at about 
$3,000 millions—a relatively modest 
figure both in terms of historical pre- 
cedent and in relation to the volume 
and value of the market’s trading. In 
short, Wall Street business had for 
some time been on an overwhelmingly 
‘* cash basis ’’, with much of the buying 
done by mutual funds and institutions 
that show an increasing inclination to 
retreat from bonds into equities—and 
to hold on to them. 


New Records in Sight ? 


Part of the rise, of course, must be 
attributed to the return of confidence 
as last winter’s fears of depression were 
dissipated and production rebounded. 
Government spokesmen _ themselves 
were becoming increasingly optimistic 
in October and there were semi-official 
forecasts that gross national product 
might “reach the highest levels in 
history ’’ by the turn of the year. 

Even on the most optimistic assump- 
tions, however, it seemed scarcely 
credible that industrial production could 
continue to rebound at the pace set in 
the summer months. The maintenance 
of that pace would have carried the 
Federal Reserve Board’s index almost 
to 150—and another all-time peak— 
by the new year. In fact, for Septem- 
ber, despite the gratifying reduction in 
the unemployment total to 4,100,000 
(the fall of some 600,000 being well 
above seasonal expectations), industrial 
production was initially assessed one 
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point up at 137, the August figure 
being down-graded one point to 136. 

Fears of inflation were increased by 
the ‘Treasury’s decision to confine its 
end-September cash financing of $3,500 
millions to essentially short-dated ma- 
turities, to be taken up by the com- 
mercial banks, assisted by some further 
injection of bank credit. The Treasury 
now working against heavy odds. 
Recovery is not yet so solid that it can 
attord to ignore seasonal cash needs of 
industry, which are now strong. Its 
budgetary deficit (for peace years) is 
unprecedentedly large, and it has still 
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to stabilize a demoralized bond market. 
Delicacy requires that it shall work 


intermittently, if consistently, towards 
higher yield bases. 
On the other side of the fence, the 


Congressional elections, which take 
place this month, mean that Govern- 
ment spokesmen have been reluctant 
to stress that further measures may be 
necessary against inflation. By Decem- 
ber the elections will be over, and by 
January the Treasury’s need for cash 
will be seasonally reduced. ‘The mar- 
ket’s vulnerability to adverse factors 
may then be more freely acknowledged. 


American Economic Indicators 


1955 

Production and Business: 
*Industrial production (1947-49 — 100) 139 
*Gross private investment (billion $).. 60.6 
*New plant and equipment (billion $) 28.7 
*Construction (billion $) 44.6 
Housing starts (000 units) 110.7 
*Business sales (billion $) 52.3 
*Business stocks (billion $) 81.7 


Merchandise exports (million $) .. 1, 


Merchandise imports (million $) 949 
Employment and Wages: 
*Non-farm employment (million) 50.1 


Unemployment (0( 0s ) a * 


Unemployment as % labour force 4.4 
Hourly earnings (mfg) (S$) 1.88 
Weekly earnings (mfg) (S$) 76.52 
Prices: 
. , High 418 
, -(1¢ 
Moody commodity (1931 = 100) { Low 390 
Farm products (1947-49 = 100) 89.6 
[ndustrial (1947-49=100) .. _« See 
Consumers’ index (1947-49=-100) .. 114.5 
Credit and Finance: 
Bank loans (billion $) | 82.6 
Bank investments (billion $) 78.3 
Bank loans (partial) (billion $) 26.7 
Consumer credit (billion $) .. 38.7 
Treasury bill rate (°%) 1.75 
US Govt Bonds rate eA 2.84 
Money supply (billion $) _. .. 216.6 
Federal cash budget (-} or —) (mill $) -740 
NoTes.—Starred items are seasonally 
adjusted. Latest figures are preliminary 
or estimated. Yearly figures are given for 
private investment and equipment for 


1955-57 and then quarterly figures at annual 
rates. Construction figures show monthly 
averages 1955-57. Business sales and stocks, 
money supply, bank loans and consumer 
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1957 1958 
1956 1957 ——- -———————— 
Dec July Aug Sept 
143 143 8=135 134 136 8 137 
65.9 64.4 61.3 - 54.5 — 
35.1 37.0 36.2 30.3 — 
46.1 47.3 48.6 48.7 49.4 50.2 
93.2 86.8 63.4 111.0 119.0 118.0 
54.8 56.3 54.5 54.0 54.4 - 
89.1 90.7 90.7 85.9 85.4 
1,591 1,734 1,639 1,419 1,396 
1,051 1,082 1,141 1,050 — _ 
51.9 52.5 52.0 50.4 50.6 50.7 
2,822 2,936 3,374 5,294 4,699 4,111 
4.2 4.3 5.0 YB 6.7 6.0 
1.98 2.07 2.10 2.13 2.13 2.14 
79.99 82.39 82.74 83.50 84.35 85.17 
442 442 . 
402 382 391 405 393 393 
88.4 90.9 92.6 95.0 93.2 93.1 
112.2 125.6 126.1 125.6 126.1 126.2 
116.2 120.2 121.6 123.9 123.7 
90.3 94.3 94.3 93.4 93.6 
74.8 75.6 75.6 84.2 864 — 
31.3 x ie ee 29.5 29.9 30.2 
42.0 44.8 44.8 43.0 43.2 — 
2.66 3.27 3.10 0.96 1.69 2.45 
3.08 3.47 3.30 3.36 3.60 3.75 
222.0 227.7 227.7 232.7 232.8 — 
5,524 -+-1,193 —4,435 —- —- 


credit show amounts outstanding at the end 
of the period. Moody’s commodity index 
shows high and low 1955-57, and end- 
month levels. Weekly bank loans are derived 
from partial returns only. Budget figures 
are cash totals. Quarterly figures are 
throughout shown in the middle month of 
the quarter. 
















with the East 


From Cyprus and the Lebanon to Japan, 
THE CHARTERED BANK 
and its wholly-owned subsidiary, The Eastern 
Bank Limited, link East and West through a 
system of one hundred branches extending to most 








[ centres of commercial importance in the Middle East, | 
South and South-East Asia and the Far East. 
Those branches provide complete and up-to-date 
banking services, sustained by wide knowledge and 







long experience of Eastern trade, finance and 





industry. In particular an effective credit 





information service and skilled assistance 





and advice are available to merchants 





and manufacturers seeking new 






business connections in 






Asian markets. 


THE 
CHARTERED BANK 


(Incorporated by Royal Charter 1853) 
HEAD OFFICE: 38 BISHOPSGATE, LONDON, E.C.2 


Branches in the United Kingdom at Manchester and Liverpool. Agencies at New York and Hamburg 


THE EASTERN BANK LIMITED 


Head Office: 2 and 3 Crosby Square, London, E.C.3 
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INTERNATIONAL 
REVIEW 


ARGENTINA 


Exchange Policy—Towards the close 
of September the central bank announced 
that in future importers previously allo- 
cated foreign exchange at the official rate 
of 18 pesos to the United States dollar 
would be allowed only half their require- 
ment at that rate, and would be left to 
purchase the other half at the free 
market rate (roughly 50 pesos to the 
dollar). ‘The only exceptions to this rule 
are newsprint and fuel imports, which 
will continue to rank in full for the 
official rate. ‘The policy change has been 
made partly to reduce pressure on official 
exchange supplies and partly to carry 
the country a stage nearer the unification 
of exchange rates. 


Sterling Loan ?—According to Buenos 
Aires reports, the Government has ac- 
cepted a £50 million sterling loan for 


financing the purchase of petroleum 
equipment and other capital goods 
offered by a UK syndicate. The UK 


Treasury, however, later asserted that 
“no credit commitment ”’ was involved 
so far in the agreement signed by a 
syndicate of British manufacturers for 
supplying Argentina with capital equip- 
ment. 


AUSTRALIA 


London Loan—The Commonwealth 
Government last month came to the 
London market for new money—for the 
first time since 1939. It achieved a 
markedly successful flotation of £15 
millions 54 per cent stock, 1975-78, 
offered at 98. ‘The loan will be used 
for general purposes. 


Tighter Import Restrictions ? — The 
trade figures for the months of July, 
August, and September (normally the 
worst of the year) show deficits of £A2.8 
millions, £A25 millions and £A9.9 mil- 


lions respectively. ‘This deterioration is 
chiefly due to a sharp fall in wool re- 
ceipts and the continuing high level of 
imports of raw materials and capital 
goods. Were it not for a handsome 
inflow of overseas capital the gold and 
sterling balances of the Commonwealth 
Bank, which stood at less than £A396 
millions at the end of September, com- 
pared with {A470 millions twelve months 
previously, would have been further 
reduced. Against this background the 
Tariff Board has warned in its latest 
annual report of the possibility of more 
intensive import restrictions. ‘I'he likeli- 
hood of their being put into effect will 
depend first on the level of foreign 
investment, secondly on the prices of 
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such commodities as wheat, wool, lead 
and zinc, and thirdly on the progress of 
shipments of manufactures abroad. 
Stronger Government Powers Urged 
—A Joint Parliamentary Committee that 
has conducted a probe into the Consti- 
tution urges in its report that the Com- 
monwealth Government’s economic 
powers should be strengthened to in- 
clude controls over hire purchase, capital 
issues, interest rates, mortgages and 
other loans on real estate. 

Advances to Rural Enterprises—An 
analysis carried out by the Bureau of 
Statistics shows that, of the increase of 
£A80 millions in the advances of the 
trading banks in the year to June 30, 
1958, some £A31 millions was accounted 
for by loans to rural industries. Another 
£A13 millions was attributable to an 
increase in the credit facilities granted 
to pastoral companies. 

New “Savings” Security—A new 
type of “‘ savings ”’ bond introduced by 
the Federal Government is redeemable 
at face value at any time up to the end 
of 1961 and thereafter at a premium 
ranging up to £A3 according to the 
period. Maturity will be January, 1966. 


The bond carries interest at 4 per cent 
for the first two years, 43 per cent for 
the next two, and 5 per cent for the 
following three. A limit is to be placed 
on the amount for investment under this 
special loan. 

Cash and Conversion Offers—aAt the 
same time the Federal Government 
announced a cash loan for £A30 millions 
and a conversion operation for {A218 
millions of 34 per cent bonds maturing 
in mid-November. 


BRAZIL 


Liaison with Italy—A joint commission 
is being set up, which on the Brazilian 
side will include the Finance Minister 
and the head of the Brazilian State oil 
monopoly, to study means whereby Italy 
can supply oil prospecting and refining 
equipment on long-term credit and 
furnish technical equipment in oil de- 
velopment and other fields. 


BRITISH CARIBBEAN 


FEDERATION 
Grant from UK—The United King- 


dom will make the Federation a grant of 
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credit with your guests, without 
undue expense. 


Royal 1096 


W. COATES & CO. 


Cellars, Offices and Warehouses 
24/25 Whitechapel High Street, London, E.1 
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£8.75 millions over the five-year period 
1959-63. The grant is intended to enable 
the Federation Government to take over 
responsibility for making grants-in-aid 
to governments participating in the 
Federation whose revenues are insufh- 
cient to cover their administration costs. 
Note Issue—The Jamaican Govern- 
ment has announced that in future notes 
issued by the commercial banks operating 
in the island—Barclays DCO, the Bank 
of Nova Scotia, the Canadian Bank of 
Commerce and the Royal Bank of Canada 
—will not have legal tender status. 


CANADA 

Declining Premium—The Canadian 
dollar has recently suffered a sharp de- 
cline in the international currency mar- 
kets, the premium over the American 
dollar having narrowed to around 3 per 
cent from the level of 6 per cent at 
which it was standing in mid-summer. 
The setback has been attributed in part 
to the seasonal falling off in the demand 
for Canadian exchange on trade account 
and in part to a contraction of the capital 
inflow from the US. 


DENMARK 


Farm Products and FTA—'The Trade 
Minister, Professor Philp, has asserted 
that should there be special regulations 
affecting farm products in the Free 
‘Trade Area scheme. Otherwise, Den- 
mark would have to switch over speedily 
from agriculture to industry. Pointing 
out that more than half of Denmark’s 
exports consisted of farm products, he 
said that Denmark must insist on equal 
treatment for farm and industrial pro- 
ducts in the FTA negotiations. 


ECUADOR 
World Bank Loan—A loan of the 


equivalent of $13 millions for the con- 
struction of a new port at Guayaquil 
has been approved by the World Bank. 
‘The new port will enable larger ships to 
reach Guayaquil, cut down turn-around 
time, and reduce the time for lighterage. 


EUROPEAN COAL-STEEL 
COMMUNITY 
Coal Surplus—A special Council of 
Ministers was called in mid-October to 
discuss measures for dealing with the 
coal surplus that is developing in mem- 
ber countries. “The meeting was called 
for by the Belgian Government which 
also suggested that there should be dis- 
cussion of a proposal to declare a state 
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of ‘“‘ manifest crisis’? so that the High 
Authority would be able to impose out- 
put quotas and import licensing. 

Increased Investment — The High 
Authority’s annual investment report 
estimates that investment in the coal 
and steel industries of the participating 
countries will amount to about $1,361 
millions in 1958, an increase of some 


$130 millions on the _ record level 
reached in 1957. 
FINLAND 


Tax Relief for Industry—Recession 
trends have recently become more 
marked and it is feared that unemploy- 
ment may rise to record levels during 
the slack winter season. As a further 
measure to stimulate economic activity 
the authorities have liberalized tax allow- 
ances for certain forms of capital outlays, 
including buildings and machinery ac- 
quired in the home market. It will be 
recalled that an all-round reduction of 
interest rates by }? per cent came into 
effect at the beginning of October. 


FRANCE 
De Gaulle Vote Aids Franc—Tlhe 


heavy vote in favour of General de 
Gaulle’s proposed new Constitution at 
the plebiscite held at the end of Sep- 
tember has had the effect of strengthen- 
ing confidence in the franc. ‘There were 
some substantial sales of gold in the 
French market immediately after the 
results of the plebiscite were announced, 
while the franc made headway in the 
currency markets. 

Aid to Automation—The Banque de 
l’Indochine has announced the forma- 
tion under its auspices of the Compagnie 
Francaise d’Automatisation. ‘This will 
have an initial capital of Frs 40 millions 
and will offer its services to any business 
wanting to study the application of auto- 
mation to its activities. 

Bank Rate Cut—The Bank of France 
cut its discount rate by } per cent to 
4) per cent on October 16. The rate 
for bank loans of amounts up to 10 per 
cent in excess of the ceiling imposed on 
rediscounting operations by the Govern- 
ment last year is lowered from 8 to 7 
per cent. Interest on loans in excess of 
10 per cent above the rediscount ceiling 
stays at 10 per cent. 


FRENCH GUINEA 
Leaving the Union— The French 
authorities have announced that, as a 


sequel to the colony’s vote against 











Wood, rag, esparto grass and cotton 
Pa er linters are still the main raw materials 
p used in papermaking. Rag has been used 
| .for generations, wood, esparto and cotton 
linters more recently. The techniques 
M akers of manufacture have, however, changed 
continually both to improve quality and 
increase output. The illustration shows 
the latest machine to go into production 
in the Wiggins Teape Group. Industrial, 
commercial and packaging papers are 
just three of the qualities produced by 
the Mills of the Wiggins Teape Group. 
In the range of watermarked papers the 
Gateway appears in the watermark. 
This is the sign of a fine paper and your 
guarantee of quality. Gateway papers 
can be obtained from your usual 
printer or stationery supplier. 








THE WIGGINS TEAPE GROUP 


Gateway House, | Watling Street, London, E.C.4 
Telephone City 2020 
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General de Gaulle’s proposed new Con- 
stitution in the plebiscite held at the 
end of September, it will be excluded 
from the French Union. ‘This will 
mean that within two months all French 
armed forces and some 3,000 civilian 
officials will be withdrawn from the 
country. ‘The Prime Minister of the 
territory, M. ‘Toure, has stressed that 
Europeans who remain have nothing to 
tear. 


INDIA 


Import Licences— To avoid dislocation 
of industrial production, the Govern- 
ment has announced an interim import 
policy permitting business concerns to 
apply for licences in accordance with 
the procedure followed during the 
licensing period that ended on Sep- 
tember 30. 

Farm Surpluses from US—Agreements 
providing for the sale of $239 millions 
of American farm surpluses to India 
have been concluded with the US 
authorities. 


Steel Expansion Questioned — ‘The 
chairman of the Tata Iron and Steel 
Company has pointed out that over- 
emphasis on steel production in India’s 
development plans could prove a costly 
mistake. He agreed that there was a 
need for the continued expansion of the 
steel industry, but argued that the 
mresent rate of expansion and the order 
of priority this industry was getting in 
relation to others were open to question. 


INDONESIA 


Guarantees to Foreign Investors— 
‘The Indonesian Parliament has approved 
a Government measure permitting 
foreign interests to make investments in 
industry and agriculture within the 
country for periods of up to 40 years 
and providing guarantees against loss 
through nationalization for periods of 
up to 30 years. Foreign investors who 
are ready to work in partnership with 
local capital will be given preferential 
treatment. 


IRISH REPUBLIC 


Insurance Legislation—The Minister 
of Industry and Commerce, Mr Lemass, 
has pointed out that insurance legis- 
lation has been only partly successful in 
encouraging the development of the 
domestic insurance industry and _ that 
consequently the Government wished to 
be free to consider taking steps to correct 


the present “ unbalanced situation ”’ 
whereby Irish concerns had secured only 
about half of the life assurance market 
and only about a quarter of that for 
other business. 


ISRAEL 


US Loan—A loan of [£20 millions 
(£4 millions) is being made available by 
the United States Operations Mission 
in Israel to the Israeli ‘Treasury to assist 
in the development of local industry. 
The whole of the sum will be invested 
in non-voting 4 per cent preference 


shares of the Israeli Industrial I[nsti- 
tution, a _ recently created industrial 
development bank. 

JAPAN 


Declining Economic Activity—A sur- 
vey completed by the Economic Planning 
Board suggests that economic growth 
during 1958 is not likely to exceed 1.8 
per cent compared with the 3 per cent 
expected. It goes on to argue that to 
stabilize the country’s external pay- 
ments and improve the employment 
position the rate of economic growth 
will have to be stepped up to 4 to 5 per 
cent in the fiscal year starting on April 1, 
1959. 

The import budget for the six months 

to March 31, 1959, provides for total 
outlays of $2,213 millions, an increase 
of $154 millions on the figure fixed for 
the previous six months. But the 
Ministry of Trade has suggested that, 
with economic activity declining, it 1s 
questionable whether the whole amount 
allocated will be taken up. 
IMF Repayment—Following the re- 
covery in reserves, the Government has 
repaid the $125 millions borrowed from 
the International Monetary Fund in 
1957. 


Agreement with UAR— Under a trade 
agreement negotiated with the United 
Arab Republic, Japan will grant credit 
facilities in respect of exports to the 
Republic of $30 millions, repayable over 
ten years. 





MALAYA 


New Central Bank—The text of the 
Bill authorizing the establishment of the 
country’s new central bank shows that 
its capital will be M$30 millions. Of 
this, M$20 millions will be subscribed 
by the Government when the bank is 
set up, the remaining \1$10 millions 
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being left to be taken up by the Govern- objective the rebuilding of sales volume 
ment when necessary. ‘The Bill equips’ and of the country’s capacity to market 
the bank with powers to fix the minimum its products abroad. Because New Zea- 
amount of liquid assets that commercial land had been “‘ tied to traditional trade 
banks operating in the country must _ policies’’ it had lost markets. Now it 


hold and to issue currency. had to find ‘‘ a new slant.”’ 
World Bank Loan—The World Bank Loan from American Banks — 
has granted Malaya a loan of $36 mil- Arrangements for a group of American 


lions to help finance the cost of the banks headed by J. P. Morgan to lend 
Cameron Highlands hydro-electric New Zealand $46 millions have been 
scheme. completed. Of the total amount $34 
millions is a three-year advance secured 
NETHERLANDS by the Dominion’s gold reserves. The 
remaining $12 millions is in the form 
of a one-year revolving credit. The 
three-year loan carries an interest charge 
of 33 per cent and the one-year credit 
one of 43) per cent. ‘This operation 
brings New Zealand’s total borrowings 
for 1958 to £54 millions sterling. 


Anglo-Dutch Trade Council—A ‘Trade 
Council has been formed at ‘The Hague 
under the auspices of the Association of 
British Chambers of Commerce, the 
Federation of British Industries and 
leading Dutch business interests. Its 
tasks will be to promote trade between 
the two countries, to help UK exporters 
secure advice and assistance in expand- PAKISTAN 

ing their markets in Holland, and to Military Coup— Political dissension cul- 
make representations to the Dutch  minated early in October in the over- 
authorities where appropriate on trade throw of the civilian government by a 
matters. military group headed by General Khan, 
New HQ for Netherlands Bank— commander-in-chief of the army. Sub- 
The management of the Netherlands sequently a government was formed 
Bank has decided to build a new head headed by Major-General Iskander 
office in the eastern part of Amsterdam, Mirza. Its chief civilian member, Mr 
after which the present headquarters in Azid Ahmed, stated shortly afterwards 
the centre of the city will be vacated. that every other economic problem in 


‘ 


Pakistan is ‘‘ subsidiary to that of 


NEW ZEALAND , inflation ”’. 
Tighter Import Licensing— The US Assistance for Capital Projects— 
Minister of Commerce and - Industry, Before the change of government the 
Mr Holloway, has stated that import Finance Minister, Mr Amjad Ali, an- 
licensing restrictions in 1959 will be a mounced that the US Development 
little more stringent than those for Loan Fund was to grant an advance of 
1958—private imports are being cut $50 millions for financing Pakistan 
by about a tenth. ‘Top priority was capital projects. 
deliberately being given to imports of , PERU 
raw materials because the Government 
was attaching the greatest importance Loan for Port of Calloa—The World 
to New Zealand’s ability to sell goods ™ Bank has granted a loan of $6.6 millions 
and was accordingly making its first for financing the improvement and ex- 
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pansion of the Port of Calloa, the 
country’s main port. ‘The advance is for 
a period of 20 vears, amortization being 
due to commence in 1963, and will 
bear interest at 54 per cent. 


SOUTH AFRICA 


Increased Exchange Reserves— The 
run-down in external reserves, which 
was causing the authorities some concern 
in the first half of the year, has been 
reversed during the past few months. 
By the first half of October official gold 
and foreign currency holdings were in 
excess of £90 millions as compared with 
only a little over £70 millions a few 





months before. ‘The recovery is attri- 
butable in part to borrowing abroad, 
including purchases of dollars and ster- 
ling from the International Monetary 
Fund. But it is also partly explained by 
the downward pressure imposed on 
import spendings by the Union’s tighter 
money policy. 


UNITED ARAB REPUBLIC 


Unification of Currencies — The 
Egyptian and Syrian currencies will be 
unified by next July and replaced by 
‘the Arab dinar ’’, according to a state- 
ment by Dr Kaissouny, Economy and 
Commerce Minister of the Republic. 


SOURCES OF THE SURPLUS 


‘Tables taken from last month’s white paper on the balance of payments. 


TABLE I 
BRITAIN’S BALANCE OF PAYMENTS 


(£ millions) 


1955 
CURRENT ACCOUNT 
DEBITS 
Imports (fob) = - - 3,432 
Shipping - es - 341 
Interest, profits and dividends _.. 269 
Travel Bi i st a 125 
Migrants’ funds, legacies and pri- 
vate gifts (net) .. os - 18 
Government - 7 a 241 
Total i of +,426 
CREDITS 
Exports and re-exports (fob) 3,076 
Shipping... e _ a 464 
Interest, profits and dividends ... 346 
Travel eek 5 7 ~ 111 
Government fo a m 105 
Other (net) .. ve a ae 251 
Total a ap - 4.353 
CURRENT BALANCE .. ss ap — 73 
of which —_—_— 
visible trade... sa sa — 356 
invisthles: Government - — 136 
other bi Ps 419 
LONG-TERM CAPITAL (NET) a -183 


Balance of current and long- 
term capital transactions 


1957 1958 

| January- 
1956 1957 January-  July- June 
June December (provi- 

sional) 

3,462 3,573 1,807 1,766 1,616 
412 +44 234 210 177 
259 251 124 127 127 
129 146 35 91 57 
18 33 7 6 9 
258 248 13 117 135 
4+.538 4,695 2,368 2,327 2,121 
3,411 3,387 1,782 1,735 1,753 
517 554 286 268 259 
373 361 174 187 167 
121 129 56 73 61 
91 105 76 29 35 
283 301 112 189 180 
4,796 4,967 2,486 2,481 2,455 
258 +272 118 154 334 
— of — 56 - 29 — 3] ~ 137 
— 167 — 143 - 33 — 88 — 100 
476 471 198 - 273 297 
— 241 — 208 —178 — 30 —114 


_——— __ 








TABLE II 


BALANCE OF REST OF STERLING AREA WITH NON-STERLING WORLD 
(£ millions) 


1955 
Imports: 
Dollar area - 515 
Other western hemispher re os 11 
OEEC countries. = 591 
Other non-ste rling countries ae 507 
1,624 
Exports: 
Dollar area - 478 
Other western hemispher re ¥ 4 31 
OEEC countries. - 659 
Other non-ste rling countries wi 437 
1,605 
Visibles (net) - - - - 19 
Invisibles (net) ‘a — 150 
CURRENT BALANCE — 169 
SALES OF GOLD IN UK (NET) a 176 
IMF drawings ve - - — 2] 
IBRD drawings _.. - “ 28 
Other capital (net). . ha e2 129 
CAPITAL BALANCE .. - 7 “136 
Total surplus (_- ) or deficit (—) + {43 3 














1957 1958 
January- 

January- July- June 

1956 1957 June December (provi- 
sional) 

572 684 343 341 299 
12 11 5 6 4 
678 763 381 382 367 
582 654 325 329 319 
1,844 2,112 1,054 1,058 989 
478 543 306 237 247 
20 32 14 18 14 
718 728 392 336 322 
550 622 344 278 259 
1,766 1,925 1,056 869 842 
- 78 — 187 2 -189 ~ 147 
— 144 —170 — 76 - 94 49 
— 222 — 357 — 74 — 283 — 196 
‘220 223 - 105 118 131 
1 71 7 —— 13 

27 50 12 38 4] 
133 -138 37 - 101 130 
161 259 120 139 184 
159 +125 +158 - 26 +119 


APPOINTMENTS AND RETIREMENTS 


Barclays Bank-——Head Office: Mr L. C. 
Horden, from Luton, to be an assistant 
secretary on retirement of Mr G. K. 
Lennox; Mr 
Manchester, to be an inspector. 
Dept, Cambridge: Mr N. E. 
Trustee Dept, Birmingham, to be manager. 
London, Streatham Common: Mr £ 
Lansdowne, from Cambridge Circus, to be 
manager on retirement of Mr A. E. Holmes. 
Bristol, Bishopston: Mr L. G. Johnson, 
from Gloucester, to be manager on retire- 
ment of Mr W. A. Sawyer. Chesterfield: 
Mr F. H. Harris, from Hemsworth and 
South Elmsall, to be manager on retirement 
of Mr J. S. Barber. Chester-le-Street: Mr 


Trustee 


G. H. B. ‘Towns, from Collingwood St, 
Newcastle upon ‘Tyne, to be manager. 
Derby, St FJames’s St: Mr A. S. Bellinger, 


from Markets, Sheffield, to be manager on 
retirement of Mr L. Dickinson. Hemszworth 
and South Elmsall Branches: Mr 'T. Siddall, 
from Doncaster, to be manager. /J//keston: 
Mr R. W. Hardy, from St Peter’s Gate, 


ad « ‘e r . \ 
D. K. Coates, from York St, 


Arnold, from,» 


Nottingham, 
Charles St: 
Leicester, to be manager. 


to be 


manager. 
Mr C. Johnson, from Belgrave, 
Llanelly : 


Leicester, 


Mr H. 


Watkins, from Pembroke, to be manager on 


retirement of Mr J. ‘T’. Morgan. 


Minehead: 


Mr R. A. James, from Newton Abbot, to be 








manager on retirement of Mr A. G. ‘T'ampin. 
Newbury, Northbrook St: Mr E. H. A. 
Gibbons, from Market Place, Newbury, to 
be manager. Nottingham, Chapel Bar: Mr 
W. W. Brock, from Ilkeston, to be manager 
on retirement of Mr C. B. Collins. Oldham 
and Hollinwood Branches: Mr W. N. Hough, 
from Royton and Shaw, to be manager on 
retirement of Mr A. F. Renshaw. Pem- 
broke: Mr R. G. Halstead, from Miuilford 
Haven, to be manager. Pentre: Mr. J. L. 
Edwards, from Aberdare, to be manager on 
retirement of Mr E. J. T.. Edwards. Royton 
and Shaw Branches: Mr F. N. Halliwell, 
from Royal Exchange, Manchester, to be 
manager. Sheffield, Markets: Mr L. F. 
Johnson, from Fitzalan Sq., Sheffield, to be 
manager. Stanhope: Mr G. W. Heald, 
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from Durham, to be manager on retirement 
of Mr C. Burnip. 


Clydesdale & North of Scotland Bank— 
London, Piccadilly Circus: Mr A. R. Mac- 
millan to be manager on retirement of Mr 
A. R. Webster. Dalkeith: Mr A. W. Wilson, 
from George St, Edinburgh, to be manager 
on retirement of Mr J. Ramsay. Glasgovz, 
Dalmarnock Rd: Mr J. T. Knight, from 
Trongate, to be manager on retirement of 
Mr J. Morton. 

District Bank—Leigh: Mr J. B. Pulford, 
from Middleton, to be manager. Middleton: 
Mr E. K. Buxton, from Leeds, to be 
manager. Oxford: Mr E. W. Glidewell to 
be manager. Swansea: Mr J. 'T. Jones, 
from Worcester, to be manager. Working- 
ton: Mr W. W. Ainsworth, from White- 
haven, to be manager. 

Lloyds Bank— Birmingham, Northfield: Mr 
C. R. F. Leigh, from New St, Birmingham, 
to be manager on retirement of Mr D. H. W. 
Hewitt. Bristol: Mr T. Q. Lewthwaite, 
from Mosley St and overseas dept, Man- 
chester, to be overseas department manager 
on retirement of Mr G. F. Stradling; 
Kingswood: Mr S. E. Tanner, from Stroud, 
to be manager on retirement of Mr T. L. 
Williams. Gravesend: Mr L. B. Nichols, 
from Fenchurch St, to be manager on 
retirement of Mr W. L. Rayner. Hove, 
Portland Rd: Mr R. L. Petty, from North 
End, Portsmouth, to be manager in suc- 
cession to the late Mr R. C. Osborn. IJvy 
bridge: Mr W. R. Stevens, from Yeovil, to 
be manager. South Molton: Mr A. F. 
Pape, from Ivybridge, to be manager. 
Ventnor, 1W: Mr K. Uncles, from Brighton, 
to be manager on retirement of Mr H. T. C. 
Sanday. Wincanton: Mr J. W. W. Wilson, 
from Falmouth, to be manager. 


Martins Bank—Crook: Mr W. Goudie, 
from Annfield Plain, to be manager. Kidder- 
minster: Mr K. S. Peal, from Northampton, 
to be manager. 


Midland Bank—/London—Hanover Sq: Mr 
J. T. Lloyd to be manager of this new 
branch; Mortimer St: Mr K. A. Biggs 
from New Bond St, to be manager on 
retirement of Mr J. F. Short. Bedworth: 
Mr A. D. Beard, from Five Ways, Bir- 
mingham, to be manager on retirement of 
Mr A. A. Charlesworth. Bournemouth, East 
Boscombe: Mr L.. C. Arnold to be manager. 
Liverpool, 62 Castle St: Mr R. Hill to be 
sole manager on retirement of joint manager, 
Mr R. G. Pullen. Maesteg: Mr E. L. Jones, 
from Cymmer, to be manager on retirement 
of Mr F. J. Harris. Manchester—High St: 
Mr A. S. Edmondson, from King St, Man- 
chester, to be manager on retirement of 
Mr D. A. Smith; Chorlton-cum-Hardy: Mr 
G. F. Gribble to be manager. Panghourne: 
Mr L. J. Bach, from Letchworth, to be 
manager on retirement of Mr J. A. Clarke. 
Stevenage: Mr M. ‘Il. Gambling to be 
manager of this new branch. Tamvzorth: 
Mr J. B. Holland, from St Albans, to be 
manager on retirement of Mr J. N. Smith. 
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Usk: Mr L. Wyatt from Bridge St, Swindon, 
to be manager on retirement of Mr T. H. 
Phillips. 

Midland Bank Executor and Trustee 
Co—Head Office: Mr D. Kerr to be general 
manager's assistant; Mr R. M. Walker, 
from Birmingham, to be a superintendent 
of branches. 

National Provincial Bank—Mr C. G. 
Wheatley has retired from his position as a 
joint general manager. Mr S. B. Heys and 
Mr F. A. Vaughan have been appointed 
joint general managers. Mr W. G. Clarke, 
from Fenchurch St, has been appointed an 
assistant general manager; and Mr R. F. 
Smith secretary with the status of an 
assistant general manager. Head Office: Mr 
N. C. M. Gillings to be head of Advance 
Dept; Mr J. A. Thompson, from Lombard 
St, and Mr V. L. Edwards to be joint chief 
controllers, Advance Dept; Mr E. W. Read 
to be a controller, Advance Dept. London— 
Fenchurch St: Mr N. N. Ellis to be manager; 
Great Tower St: Mr A. D. A. Millington, 
from City Office, to be manager. Eastleigh: 
Mr R. Virgo, from Swindon, to be manager. 
Henley-on-Thames: Mr G. B. Brown, from 
Reading, to be manager in succession to the 
late Mr L. S. Perriton. Jersey: Mr R. E. 
le Cornu to be manager on retirement of 
Mr C. M. Richardson. Pangbourne: Mr. 
C. J. G. Waring, from Dorking, to be 
manager on retirement of Mr J. F. Westley. 
Swindon: Mr B. B. Coates, from Tun- 
bridge Wells, to be manager. Wallington: 
Mr L. T. S. King, from Mount St, to be 
manager on retirement of Mr C. H. Wasey. 


The Royal Bank of Scotland—Dalmuir: 
Mr A. C. Mitchell, from Glasgow, to be 
manager on retirement of Mr R. Williamson. 
Edinburgh, Haymarket: Mr 'T. Ewing, from 
Head Office, to be manager on retirement of 
Mr J. C. Kinnear. 

The Standard Bank of South Africa— 
Mr C. G. Rogers to be general manager in 
the Federation of Rhodesia and Nyasaland 
in succession to Mr H. W. Jeffreys. 
Westminster Bank — London—Holloway: 
Mr J. E. W. L. Chapple, from Moorgate, 
to be manager on retirement of Mr J. C. 
Woolley; Maida Hill: Mr E. P. Fisher, from 
Mayfair, to be manager on retirement of 
Mr C. A. Becker; Moorgate: Mr S. A. 
Ridge to be manager. Barnet: Mr D. H. 
D’Arcy, from Ealing, to be manager on 
retirement of Mr S. J. Osborne. Birkenhead, 
Charing Cross: Mr C. G. Capes, from 
Preston, to be manager on retirement of Mr 
J. V. Hallatt. Leek: Mr W. A. Hanbury, 
from Stafford, to be manager on retirement 
of Mr R.H. Atkins. Long Eaton: Mr C. W. 
Baker, from Sneinton, to be manager. Red- 
hill: Mr H. G. Jannaway, from Bristol, to be 
manager on retirement of MrA.W. J. Reader. 
Saffron Walden: Mr P. G. M. Dickinson, 
from Haverhill, to be manager on retirement 
of Mr W. F. H. Madeley. Tzickenham : 
Mr C. B. Mills, from Surbiton, to be man- 
ager on retirement of Mr P. J. Hiscutt. 
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NEW BURROUGHS TYPI 


G 


. Guiyonpord 


FULL NARRATIVE DESCRIPTION 
AND AUTOMATIC ACCOUNTING IN 
ONE OPERATION 


Here is an entirely new typing 
accounting machine—the 
Burroughs Typing Sensimatic, 
providing increased office 
productivity over a wide variety 
of accounting work for all 

types of business. 

Automatic features simplify 
the operation of the machine and 
up-to-date Management reports 
are provided as a by-product of 
routine accounting applications. 

The Burroughs Typing 
Sensimatic has unmatched 
flexibility. The control unit 
permits each job to be 
individually programmed and 
four or more programmes may 
be incorporated in ONE unit. 
The type keyboard follows the 
standard alpha arrangement 
and has a natural slope with 
42 keys scientifically placed for 
speed and ease of operation. The 
writing unit itself is a removable 
box printer, two inches wide 
by one inch high, containing 


84 characters. Contact your 


SENSIMATIG 


local Burroughs office or write 
direct to: Burroughs Adding 
Machine Ltd., 356-366 Oxford 





Street, London, W.1. 
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Banking Trends since World War I* 
Net 
Averages Deposits Liquid Assets TDRs Investments Advances © 
of Months: {mn {mn Pal £mn {mn Zot {mn Zot 
1921 .~—< ae 680 38 — 325 18 833 46 
1922. .. = (1,727 658 37 — 391 22 750 42 
1923 .. 1,628 581 35 --- 356 21 761 46 
1924 .. 1,618 545 33 —- 341 20 808 49 
1925 .. 1,610 539 32 ~- 286 17 856 52 
aeCté‘<Cj“(k:*:*é«CU;«CRSES 532 32 -— 265 16 892 54 
1927 .. 1,661 553 32 ~~ 254 15 928 54 
ee 584 33 - 254 14 948 54 
1929 .. 1,745 568 32 — 257 14 991 55 
1930 .. 1,751 596 33 --- 258 14 963 54 
1931 tee 560 32 = 301 17 919 52 
1932 .. 1,748 611 34 oa 348 19 844 47 
1933 .. 1,909 668 34 ~- 537 28 759 39 
1934 .. 1,834 576 31 —- 560 30 753 40 
1935 .. 1,951 623 31 —- 615 31 769 38 
1936 .. 2,088 692 32 --- 614 29 839 39 
1936 .. 2,160 713 32 - 643 29 865 39 
9370 lw el ee 683 30 -— 652 29 954 42 
1938 .. 2,218 672 30 — 637 28 976 43 
1939 .. 2,181 648 29 —- 608 27 991 a4 
1940 .. 2,419 785 31 73 666 27 955 38 
1941 << anee 676 23 495 894 30 858 29 
1942 .. 3,159 712 22 642 1,069 33 797 24 
1943 .. 3,554 723 20 1,002 1,147 31 747 20 
1944 .. 4,022 788 19 1,387 1,165 28 750 18 
1945 .. 4,551 886 19 1,811 1,156 25 768 16 
1946 .. 4,932 1,280 25 1,492 1,345 26 888 17 
1947 .. 5,463 1,646 29 1,308 1,474 26 1,107 20 
1948 .. 5,713 1,703 29 1,284 1,479 25 1,320 22 
1949 .. 5,772 1,920 32 983 1,505 25 1,440 24 
1950 .. 5,811 2,345 39 430 1,505 25 1,603 27 
1951 .. 5,931 2,308 38 247 1,624 26 1,822 30 
1952 .. 5,856 2,097 34 ~— 1,983 33 1,838 30 
1953 .. 6,024 2,201 35 -— 2,163 35 1,731 28 
1954 .. 6,239 2,190 34 ~-- 2,321 36 1,804 28 
1955 .. 6,184 2,098 33 ~. 2,149 33 2,019 31 
1956 .. 6,012 2,218 35 -- 1,978 32 1,897 30 
1957 .. 6,138 2,256 35 ~-- 2,008 31 1,952 30 
1951: Oct .. 5,981 2,423 39.1 177 1,555 25.1 1,897 30.6 
Nov .. 5,973 1,981 32.0 108 2,033 32.9 1,925 31.1 
1957: July .. 6,217 2,305 35.5 ~ 1,998 30.7 1,992 30.6 
Aug .. 6,170 2,270 35.3 —- 2,016 31.4 1,964 30.6 
Sept .. 6,174 2,278 35.4 - 2,020 31.4 1,954 30.4 
Oct .. 6,239 2,364 36.2 --- 2,030 31.1 1,921 29.4 
Nov .. 6,236 2,404 36.9 —- 2,037 31.3 1,874 28.8 
Dec .. 6,516 2,664 38.5 = 2,049 29.6 1,881 27.1 
1958: Jan .. 6,392 2,563 37.8 —- 2,080 31.0 1,859 27.7 
Feb .. 6,131 2,254 35.2 —- 2,084 32.6 1,880 29.4 
Mar .. 6,087 2,160 33.9 ~-- 2,094 32.9 1,917 30.1 
April.. 6,152 2,136 33.1 —- 2,136 33.1 1,964 30.4 
May .. 6,119 2,079 32.4 + 2,163 33.7 1,962 30.6 
June... 6,325 2,191 32.8 -— 2,181 32.7 2,030 30.4 
July .. 6,368 2,257 33.8 —- 2,193 32.9 1,997 29.9 
Aug .. 6,313 2,199 33.4 ~- 2,199 33.4 1,993 30.3 
Sept .. 6,376 2,222 33.4 --- 2,203 23.3 2,027 30.5 
* Ten clearing banks for 1921-35, thereafter eleven. f Ratios to gross deposits. 
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Trend of *“ Risk ’’ Assets 


(£ millions ) 


Sept 17, 1958 | - 
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% of | Year to Monthly Periods 
Gross Sept 1958 — 
Deposits 1958 June July Aug Sept 
Investments: | 
Barclays 533.7 36.4 + 53.6 | — -— $2 +3.9 0.5 
Lloyds. . 414.0 34.2 -56.8 3.1 11.6 +0.5 + 2.6 
Midland 476.9 33.1 24.4 - 0.1 — a 
National Provincial 239.4 30.3 18.8 - 5.0 - 0.1 -0O.1 
Westminster 262.1 32.6 125.4 110.4 0.2 sii ‘ 
District 75.1 CS Pes —- 3.2 — 2.0 _—_ —().1 0.9 
Martins ' 89.9 28.5 0.2 — _ 0.1 . 
Eleven Clearing 
Banks ..2,202.9 33.1 183.3 | 18.1 +11.5 +6.2 3.8 
Advances: 
Barclays 405.3 yy Pe | 6.7 16.4 —- 7.8 3.8 5.7 
Lloyds. . 366.6 30.3 5.4 +10.1 -10.0 -2.8 -—- 1.0 
Midland | 432.9 30.1 | +37.1 1.7 +0.8 -1.3 +13.7 
National Provincial 268 . 3 34.0 6.5 6.4 - 5.1 -1.0 + 8.9 
Westminster 262.1 30.6 | +12.6 | +17.4 - 2.8 -8.2 + 411 
District 76.6 31.9 | 6.3 | +49 - 0.3 0.1 0.8 
Martins = 99.9 31.6 | o.7 | 4 3.8 —- 3.0 -4.6 1.0 
Eleven Clearing | | 
Banks .. 2,027.2 30.5 72.9 | 7.9 «33 @ «=~ 3.5 34.2 
Trend of Bank Liquidity* 
1955 1956 1957 1958 
Mar Dec Mar Dec Mar Aug Sept Dec Mar Aug “Sept 
Yo Yo Yo %o Yo Yo 7o Yo Zo Yo 7o 
Barclays 28.8 37.9 34.5 36.3 31.8 34.8 35.4 37.7 34.2 33.0 33.1 
Lloyds 31.1 34.4 32.4 34.4 29.7 35.1 35.6 37.3 31.9 31.3 32.0 
Midland 30.1 38.2 31.8 41.3 34.1 35.0 35.1 39.0 33.9 34.0 33.8 
National Prov 30.7 38.7 31.3 37.2 31.1 35.9 35.0 39.5 34.0 34.1 32.8 
Westminster... 29.7 36.3 33.1 37.6 34.3 36.1 36.7 39.0 35.4 34.2 33.8 
District 31.5 39.9 37.2 35.7 35.7 34.5 35.8 39.2 35.3 33.9 34.2 
Martins 28.5 39.8 33.3 42.1 36.7 38.4 37.4 41.0 35.9 36.3 36.3 
All Clearing 
Banks ; 29.9 37.4 33.1 37.4 32.6 35.3 35.4 38.4 33.9 33.4 33.4 
* Cash, call money and bills shbwn as percentage of gross deposits. 
Money and Bill Rates 
Mondays: Oct 21, Aug 25, Sept 22, Sept 29, Oct 6, Oct 13, Oct 20, 
1957 1958 1958 1958 1958 1958 1958 
Per cent 
Bank rate .. - - 7 43T 43 4} 4! 43 44 
Treasury bills: 
Average allotment rate* 6 38 33 33 38 3H 3 8h 5 
Market’s dealing rate, 

3 months we  - 3 343 3%, 383 34 38 
Bankers’ deposit rate - 5 23 23 25 25 23 24 
Short money: 

Clearing banks’ minimum 5} 2? 2? 2? 2? 2? 2; 
Floating money . . 5i-6} 34-32 34-32 3-32 32-33 33-32 34-32 
* Preceding Friday. 

+ Lowered to 6 % on 20.3.58, to 55% on 22.5.58, to 5% on 19.6.58, and to +3 % on 14.8.58. 
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* alii Denes: in net deficit. 


Savings 

Certi- 

ficates 

(net) 

1952-53 + 22.8 

1953-54 - 19.0 

1954-55 + 46.0 

1955-56 +-19.7 

1956-57 +-72.0 

1957-58 .. +73.1 
1957- 58 

April-Aug 0.7 

September Bas 
1958-59 

April-Aug 34.7 

September 27.2 


(£ millions) 


I—The Budget 


THE EXCHEQUER FINANCES 


Original Expected 


budget change on 


estimates, 1957-58 
1958-59 out-turn 


} Indicates net repayment. 





© Total Inland Revenue 2,970 +115 
* Customs and Excise .. 2,189 + 39 
» Other revenue - - 280 - 58 
Total ordinary revenue 5,439 + 96 
Debt interest (including sinking fund) 733 + 33 
} Other consolidated fund + a 83 + J 
| Supply expenditure ee 4,259 +121 
Total ordinary expenditure ne 5,076 +155 
Above line surplus or deficit... 364 - 59 
Net deficit below line es - — 600 + 35* 
of which 
local loans (net lending shown 
minus) . - —- 13 + 32 
loans to state industries, net .. —478 —- 49 
Total deficit . — 236 — 24+ 


II—National Savings 


(net) (net) (net) 

-10.7 -131.6 —- -—119 

+ 0.3 — 79.3 — — 60 

+- 51.1 — 35.4 — 61. 

21.5 — 80.4 a — 39. 

+ 3.2 - 20.6 +65.0 +119. 
1.2 — 2.4 +58.3 +108. 
1.7 — 23.5 32.0 10. 
1.4 4.9 6.0 8. 
30.0 - 58.2 27.1 33. 
13. 0 0.4 6.4 + 46. 





I1i—Floating Debt 


(£, millions) 


Beginning of Apex” 


Ways and Means Advances: 
Bank of England 
Public Departments 
Treasury Bills: 


277.7 289.3 239.6 
3 


Ss 


VI bo 


40.0 2,860.0 3,120.0 
61.2 1,306.4 1,499.4 


5,078.9 4,455.7 4,859.0 
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Defence Savings Premium Total 
Bonds Banks Bonds Small 


MmmMmnNs~]I OW 


-_ 
oe 


6 
Y 


April 1, Change on 
1958, to corresponding 


Oct 18, period of 
1958 1957-58 
1,053.7 + 64.6 
1,187.4 47.4 
111.1 — 50.0 
2,352.2 + 61.9 
385.8 —-11.6 
41.4 + 2.7 
2,215.5 31.4 
2,642.8 + 22.5 
— 290.6 - 39.5 
~ 281.9 2.6 
28. 3} + 51.2 
— 277.8 —~83.9 
— 572.5 42.1 


+ Indicates increase in total deficit. 


(£mns: Receipts into Exchequer reported during period) 


Total 

Accrued Defence Remain- 
Interest Bond ing In- 
(net) Maturity vested* 


88.3 -45.5 6,020.9 
88.6  -38.4 6,008.7 
88.8  -28.8 6,126.2 
82.7 -50.8 6,123.6 
35.5 -38.9 6,124.0 
35.3 -38.4 6,240.0 
16.1 - 8.3 6,272.0 
4.6 —~ 0.4 2,284.0 
27.7 -— 5.9 6,327.0 
1.1 - 0.3 6,374.0 


* After taking account of net sales through the Post Office Savings Bank of Government 
securities other than defence bonds. 


Change in three 


Oct months to 
18, Oct 18, Oct 19, 
1958 1958 1957 
—_ _ = 4 
214.2 - 14.0 — 28.7 
3,320.0 + 60.0 140.0 


1,756.1 141.0 —- 12.0 


5,290 .3 187. 0 - 98.8 


* First return in each fiscal year (since split of Sueeand bills cannot adil be calculated 





































Sterling-Dollar Exchange Rates 














Oct18, Aug 22, Sept19, Sept 26, Oct 3, Oct 10, Oct 17, 
1957 1958 1958 1958 1958 1958 1958 
Official Market 
Spot 2.79% 2.802 2.803 2.80% 2.803 2.803 2.80} 
3 months 2Hcpm Bepm Bepm gcpm Bcpm cpm 4c pm 
Transferable* 2.780 2.786 2.789 2.788 2.793 2.791 2.792 
Security* 2.71; 2.774 2.774 2.774 2.783 2.77] 4% $.}2.77% 
* New York market quotations. 
Britain’s Gold and Dollar Reserves 
(Millions of US dollars) 
Net Gold and Dollar Official Private 
Surplus (+) or Deficit (—) Financed by Reserves UK 
at End Dollar 
Net Special | of Balances* 
Yearsand With With Surplus Ameri- Payments Change Period 
Quarters EPUt Other or can and in 
Areas Deficit Aid Credits Reserves 
1946 — — — 908 oo +1123 + 220 2696 194 
1947 —- —- — 1431 —— +3513 —- 618 2079 267 
1948 a ~ = — 1710 682 + 737 — 223 1856 295 
1949 —- + — 1532 1196 + 116 — 168 1688 236 
1950 + 14 +791 + 805 762 + 45 +1612 3300 257 
1951 —112 — 876 — 988 199 —- 176 — 965 2335 508 
1952 — 276 — 460 — 736 428 — 181 — 489 1846 472 
1953 +113 +433 + 546 307 — 181 + 672 2518 491 
1954 + 85 +395 + 480 152 — 388 + 244 2762 428 
1955 — 169 — 406 — 575 114 — 181 — 642 2120 480 
1956 —211 — 415 — 626 66 + 573 + 13 2133 679 
1957 — 276 —114 — 390 26 + 504 + 140 2273 602 
1957: 
I + 20 — 84 - 64 13 + 127 + 76 2209 645 
II + 12 - 21 - 9 4 + 177 + 172 2381 513 
III — 193 — 326 — 519 v) —- 21 — 531 1850 657 
IV —115 +288 +- 173 — + 250 +- 423 2273 602 
1958: , 

I +103 +- 393 496 1 —~- 497 2770 690 
Apr + 11 +-133 144 — - 144 2914 
May + § +115 . 120 5 — 125 3039 aie 
June —- 27 +- 70 43 a - 6 37 3076 734 

II — 11 +318 307 5 - 6 306 3076 734 
July ~ * 61 8 - vile 8 3084 
Aug — 39 65 26 21 5 3089 
Sept - 17 48 M., 31-3120 
IT] —109 174 65 21 44 3120 
Main Special Items Detailed | 
Receipts Payments 
$mn $mn 
1946-50 US and Canadian loans.. 4,909 1951-56 Service of US and Cana- 
1947-49 IMF loan 300 dian loans, etc, each 
1948 South African loan 325 perannum .. . wa 
1956 Sale of Trinidad oil - 177 1954 EPU funding payment . 
Sale of US Govt bonds. 30 IMF repayment . .. 108§ 
IMF loan ' 561 1956 IFC subscription - ~— = 
1957 India’s IMF loan 200 1957-58 Anglo-German debts pay- 
Return of interest on US ment .. ~ a 
loan... 104 
Export- Import Bank 250 
* Source: Federal Reserve Bulletin. 
+ Portion of deficit or surplus settled in gold (in month following each accounting period). 
t Special German deposits, Canadian quarterly payment on 1942 loan and regular ACROW 
monthly funding payments to EPU countries excluded. 
§ Remainder of 1947-49 loan repaid in sterling. a eee 
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IS SPACE YOUR HEADACHE ? 
















At no cost to you 


ACROW ENGINEERS 


will prove that 
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of the space used for storage 


by your company is being wasted, 


and could be converted at negligible cost 


into additional storage space, 


sales-counter space or productive space 





POST SEND ME PROOF THAT YOU CAN SAVE 
THIS 50°, OF OUR STORAGE SPACE. 
COUPON puma 

Company 
NOW Address 
| | B 











ACROW (ENGINEERS) LTD.., Rolstore Division, South Wharf, London, W.2 : AMB 3456 (20 lines) 
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THE CHARTERED BANK 


Increase of Capital 


N extraordinary general meeting of 
The Chartered Bank was held on 
October 8 at the Head Office, 38 
Bishopsgate, London, E.C.2, for the pur- 
pose of considering resolutions increasing 
the authorized capital of the Bank from 
£4,400,000 to £5,000,000 by the capitali- 
zation of £600,000 standing to the credit 
of the Reserve Fund. 
Mr. V. A. Grantham, the Chairman of 
the Bank, presided. 
Mr. W. G. Pullen, General Manager, 
read the notice convening the meeting. 


The Chairman first proposed: “ That 
the capital of the Company be increased 
by £600,000 by the creation of 600,000 
new shares of £1 each.”’ 

The resolution was seconded by Sir John 
Tait, Deputy-Chairman of the Bank, and 
carried unanimously. 

The Chairman then proposed, “ That 
upon the recommendation of the Court it 
is desirable to capitalize the sum of £600,000 
being part of the undivided profits of the 
Company standing to the credit of the 
Reserve Fund and accordingly the Court 
be and is hereby authorized and directed 
to appropriate the said sum to the members 
on the Register of Members at the close of 
business on Saturday, the 4th day of Octo- 
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ber, 1958, holding Stock in the capital of 
the Company in proportion to the amount 
of Stock held by them respectively, and to 
apply such sum on behalf of the said Stock. 
holders in paying up in full 600,000 un. 
issued shares of £1 each, such shares to be 
allotted and distributed credited as fully 
paid up to and amongst the said Stock. 
holders in the proportion aforesaid.”’ 

The resolution was seconded by Sir John 
Tait and carried unanimously. 

The Chairman finally proposed, ‘‘ That 
as soon as the said 600,000 shares shall 
have been allotted and credited as fully 
paid up pursuant to the above resolution, 
the said shares shall be converted into 
£600,000 Stock ranking in all respects 
part passu with the existing £4,400,000 
Stock of the Company.”’ 

The resolution was seconded by Sir John 
‘Tait and carried unanimously. 

The Chairman stated that the Stock 
Exchange were prepared to grant a quota- 
tion in the additional shares created by the 
capitalization and dealings could take place 
as from October 9. ‘The Court of Directors 
would authorize immediately the transfer 
of £400,000 from Contingencies to Reserve 
Fund. ‘The Bank’s capital would then 
stand at £5,000,000 and the Reserve Fund 
at £5,500,000. 


—————— 


For a mid-week look at 
the market you need the... 


for information 


The Subscriptions Manager 
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